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STAFF PROCEDURES FOR REVIEW OF 
INVESTMENT COMPANY SALES LITERATURE 


The Securities and Exchange Commission today called 
attention to procedures followed by its Division of Invest- 
ment Management Regulation with respect to the review of 
investment company advertisements and other sales 
literature filed with the Commission. 


Section 24(b) of the Investment Company Act of 1940 
requires that three copies of sales literature relating to 
mutual funds and certain other types of investment com- 
panies be filed with the Commission within ten days after 
its use by such a company or its underwriter. 1/ Members 
of the National Association of Securities Dealers (“NASD”) 
which distribute investment company securities also file 
copies of sales literature with the NASD in accordance with 
the NASD’s rules. 2/ 


In general, communications offering securities for sale are 
deemed prospectuses under the Securities Act of 1933, and 
are examined by the Division of Corporation Finance as 
part of its overall review of registration statements. How- 
ever, Rule 134 under the Securities Act specifies certain 
types of communications which do not offer securities for 
sale, and thus are deemed not to be prospectuses. Such 
communications nevertheless constitute sales literature 
which must be filed pursuant to Section 24(b) of the In- 
vestment Company Act when used by the types of invest- 
ment companies within the purview of that section or their 
underwriters. 


Until recently, the permissible content of such communica- 
tions was limited and, therefore, they tended to be of a 
relatively routine nature and raised few questions. How- 
ever, recent amendments of Rule 134, 3/ which expanded 
the acceptable content of such communications and 
created greater flexibility in the form of presentation, have 
resulted in an increase in both the complexity of questions 
and the number of communications filed pursuant to 
Section 24(b). 


For this reason, it seems appropriate at this time to remind 
interested persons that the responsibility for the form and 
content of investment company advertisements and other 
communications described in Rule 134 rests with the per- 
sons using the materials, and not in any way with the Com- 
mission or its staff. 


Since compliance with Section 24(b) can be achieved by 
filing the materials within ten days after their use, it is 
clear that the section does not contemplate that they will 
be cleared by the Commission in advance. For this reason, 
and because the amount of material file pursuant to Sec- 
tion 24(b) is considerable, the staff, as it long ago indicated, 
does not comment upon such materials in advance of their 
use except in extraordinary circumstances. 4/ Nor does the 
staff undertake regularly to review such filings to ensure 
compliance with all requirements of Rule 134 and 135A 
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under the Securities Act of 1933, or to see that the ad- 
vertisements or other communications are consistent with 
the Commission’s Statement of Policy relating to invest- 
ment company sales literature. 


Rather, with respect to investment company sales literature 
(other than prospectuses) filed by members of the NASD 
or affiliates of such persons, the Commission staff normally 
gives only cursory review; if difficulties are observed, the 
staff might consult with representatives of the NASD. 
Materials filed with the Commission by persons who are 
not members of the NASD ordinarily will be reviewed by 
the Commission staff in somewhat greater detail, although 
the staff will not necessarily point out deficiencies. Any 
failure on the part of the Commission staff or the NASD to 
point out deficiencies should not be construed as approval 
of the material. 


George A. Fitzsimmons 
Secretary 


1/ Section 24(b) provides as follows: 


“It shall be unlawful for any of the following companies, 
or for any underwriter for such a company, in connection 
with a public offering of any security of which such com- 
pany is the issuer, to make use of the mails or any means or 
instrumentalities of interstate commerce, to transmit any 
advertisement, pamphlet, circular, form letter, or other 
sales literature addressed to or intended for distribution to 
prospective investors unless three copies of the full text 
thereof have been filed with the Commission or are filed 
with the Commission within ten days thereafter: 


“(1) any registered open-end company; 
(2) any registered unit investment trust; or 
““(3) any registered face-amount certificate company.” 


In addition, Rule 24b-2 under the Act requires that such 
filings contain an appropriate reference to Section 24(b). 


2/ Filing .with the NASD is in addition to the filing re- 
quired by Section 24(b); the latter requirement is met only 
by filing with the Commission. As a general rule, the 
NASD, for the convenience of its members, reviews in 
advance materials filed with it, where time permits. 


3/ Securities Act Release No. 5536, Investment Company 
Act Release No. 8568, November 4, 1975; and Securities 
Act Release No. 5591, Investment Company Act Release 
No. 8824, June 16, 1975. 


4/ See Investment Company Act Release No. 150, June 
20, 1941. 
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SECURITIES ACT OF 1933 
’ Release No..5662/December 30, 1975 


NOTICE OF ADOPTION OF AN AMENDMENT TO 
RULE 310 UNDER REGULATION B UNDER THE 

SECURITIES ACT OF 1933 AND STATEMENT RE- 
GARDING SELLING PRACTICES AND RULE 306 

UNDER THAT REGULATION 


Amendment to Rule 310 
(Effective Date: February 10, 1976) 


The Commission today adopted an amendment to Rule 
310 under Regulation B under the Securities Act of 1933 
(“Act’’) which requires the furnishing of satisfactory assur- 
ance to the Commission that the relevant state securities 
administrators have been notified of a proposed offering 
pursuant to Regulation B. This amendment had been pro- 
posed for comment on July 10, 1975 (Release No. 33- 
5595). 





Several commentators expressed the need for clarification 
regarding how the notification and assurance should be 
given and what must be done if the offeror subsequently 

| decides to offer in a different state. The Commission be- 
lieves that the notification should consist of a written 
statement setting forth the information specified in Rule 


x) 318(a)(1)-(6) and the date the offering sheet was or will be 
, 





»* filed with the Commission. Accordingly, a written repre- 
sentation, which lists the states so notified, furnished in a 
letter to the staff will serve as satisfactory assurance. The 
Commission realizes that some states may not require a 
filing in connection with the offering, but all states in- 
volved in the offering must be notified. If the offeror sub- 
sequently decides to offer in a state not included on the 
list, the offeror prior to offering in the state must notify 
the state administrator involved and then by letter inform 
the staff of the change. Notes have been added to the rule 
setting forth what is expected and alerting offerors to the 
fact that intentional misstatements or omissions con- 
stitute Federal criminal violations under 18 U.S.C. §1001. 


Statement Regarding Selling Practices 


The Commission has become aware of allegations that cer- 
tain offerors under Regulation B have been engaging in 
high pressure sales campaigns. The Commission is con- 
cerned about these allegations and takes this opportunity 
to caution offerors regarding their responsibilities under 
the federal securities laws. 


On numerous occasions the Commission has condemned 
the sale of securities through the use of high-pressure sales 
techniques including long distance telephone and inter- 
state mailing sales campaigns to solicit customers with 

ny whom the salesmen were previously unacquainted, the 
solicitation of the same customers by more than one sales- 
man and the recurring use of fraudulent representations 
and predictions. Boiler-room sales campaigns of this type 


usually involve a scheme to defraud or represent transac- 
tions or a course of business which may operate as a fraud 
or deceit upon-investors. 


Offerors of fractional undivided interests in oil or gas 
rights and their representatives must have reasonable 
justifications for the representations made. In this regard, 
it should be noted that Rule 322 under Regulation B pro- 
hibits any person from representing that “the Commission 
has in any way passed upon the merits of, or given its 
approval to, the securities offered or the terms of the 
offering or has determined that the securities are exempt 
from registration, or has made any finding that the state- 
ments in any such offering sheet or other communication 
are accurate or complete.” 


Rule 306 


The Commission has also taken this opportunity to em- 
phasize the significance of Rule 306(a)(ii). In part, Rule 
306(a)(ii) states that the exemption provided by Regula- 
tion B is unavailable if the offeror or any of its officers, 
directors, predecessors or affiliates, as a result of “any 
civil, criminal or governmental or self-regulatory admin- 
istrative proceeding, or examination commenced after 
January 1, 1973”, is subject to “any order, judgment or 
decree of any court of competent jurisdiction” which re- 
strains or enjoins the offeror from “‘engaging in or continu- 
ing any conduct or practice in connection with the pur- 
chase or sale of any security” or which arises out of “such 
person’s conduct as an underwriter, broker, dealer or in- 
vestment adviser.”” This is a broad limitation on the avail- 
ability of Regulation B that includes state court injunctions 
resulting from violations of state securities laws. 


Accordingly, Regulation B would be unavailable to any 
offeror, for example, if it or any of its officers, directors, 
predecessors or affiliates has been enjoined by a state court 
from violating the state’s securities laws in connection with 
the offer or sale of fractional undivided interests in oil or 
gas rights. It should be noted, however, that Rule 306(c) 
provides that the unavailability of the Regulation B exemp- 
tion may be waived “if the Commission determines, upon 
filing of an application and showing of good cause, that it 
is not necessary in the public interest and for the protection 
of investors that the exemption be denied.” 


* es * 


The Commission hereby amends Rule 310 pursuant to Sec- 
tion 3(b) and 19(a) of the Act, as amended. The effective 
date of this action is February 10, 1976. The text of the 
amendment is attached hereto. 


By the Commission. 
George A. Fitzsimmons 


Secretary 
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Amendment to Rule 310 (Addition in Italics) 


(a) At least 10 days prior to the commencement of the 
offering of any securities under this Regulation B, four 
copies of an offering sheet containing the information 
specified in Rule 326 shall be filed with the Commission 
by or on behalf of the offeror of the interests. At the time 
of filing the offering sheet, the applicant shall pay to the 
Commission a fee of $100, no part of which shall be re- 
funded. Uniess amended, the offering sheet shall become 
effective and an offering may commence on the 11th day 
following such filing with the Commission, provided that 
the Commission has received satisfactory assurance that 
the offeror or someone acting on its behlaf has furnished 
a notification of the proposed offering to the state securi- 
ties administrator of each state in which the interests are 
proposed to be offered. The Commission may, however, 
in its discretion, authorize the commencement of the 
offering prior to the expiration of such 10-day period. 


Note 1: The notification to the relevant states shall consist 
of a written statement setting forth the information 
specified in Rule 318(a)(1)-(6) and the date the offering 
sheet was or will be filed with the Commission. A written 
representation listing the states so notified shall be fur- 
nished in a letter to the staff. If the offeror subsequently 
decides to offer in a state not on the list, the offeror prior 
to offering in the state shall notify the state administrator 
involved and then by letter inform the staff of the change. 


Note 2: Intentional misstatements or omissions of facts in 
the letter to the staff constitute Federal criminal violations. 
(See 18 U.S.C. §1001.) 


(b) - (f) [No change] 





SECURITIES EXCHANGE ACT 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11935/December 17, 1975 


ANNOUNCEMENT OF THE ADOPTION OF THE FOCUS 
REPORT, A PROGRAM TO STREAMLINE THE 
FINANCIAL AND OPERATIONAL REPORTING OF 
BROKERS AND DEALERS, INCLUDING AMEND- 
MENTS TO RULE 1724-4, RULE 17a-5 AND RELATED 
FORM X-17A-5, RULE 17a-10 AND RELATED FORM 
X-17A-10, RULE 17a-11 AND RELATED FORM 
X-17A-11, AND RULE 17a-20 AND RELATED FORM 
X-17A-20 UNDER THE SECURITIES EXCHANGE ACT 
OF 1934, AND THE APPROVAL OF PLANS SUBMITTED 
PURSUANT TO RULE 17a-5, RULE 17a-10 AND RULE 
17a-20. (File No. S7-594) 


The Securities and Exchange Commission today announced 
the adoption of the FOCUS Report, a financial and opera- 
tional combined uniform single report under the Securities 
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Exchange Act of 1934. The FOCUS Report replaces the 
information presently required by Form X-17A-5, Form 
X-17A-10 1/ , and Form X-17A-11, which are the Com- 
mission's forms, the Joint Regulatory Report, Forms “M” 
and ‘’Q”’, the income and expense reports, and various 
other financial and operational forms and reports required 
by self-regulatory organizations. 


The Commission also announced the amendment of Rule 
17a-4, Rule 17a-5, Rule 17a-10, Rule 17a-11 and Rule 
17a-20, in order to further implement the adoption of the 
FOCUS Report and a streamlined system of financial and 
operational reporting for brokers and dealers. Rule 17a-4 
is amended to require that brokers and dealers maintain, 
for a minimum period of 3 years, certain books and rec- 
ords required for the preparation of the FOCUS Report. 
Rule 17a-5 is amended to specify the preparation and filing 
requirements of the FOCUS Report including Parts |, Il, 
and IIA of Form X-17A-5 and the annual audit report. 
Rule 17a-10 is amended to shorten the time period within 
which Form X-17A-10 must be filed. Form X-17A-10 is 
substantially amended to conform to the format of the 
FOCUS Report and to reduce the amount of income and 
expense information required. This reduced information is 
effective for calendar year 1975. Rule 17a-11 is amended 
to require a broker or dealer subject to it to file Part I! of 
Form X-17A-5 plus supplementary schedules as required, 
in place of Form X-17A-11. In addition, those events 
which require reporting of material inadequacies have been 
revised, and the filing by the broker or dealer of corrective 
plans to remedy such inadequacies is required. Rule 17a-20 
is amended to substantially reduce the information re- 
quired by Form X-17A-20, and to eliminate from the re- 
porting requirements those brokers and dealers with less 
than 20 percent of gross revenue derived from brokerage 
commission transactions. 


Each of said rules is also amended to conform to Section 
15(a)(1) of the Securities Exchange Act of 1934, as 
amended. That Section now requires all brokers and dealers 
engaged in interstate commerce, whether or not they are 
members of a national securities exchange, to register with 
the Commission. Consequently the term “‘member of an 
exchange” has been deleted from the phrase “‘member of 
an exchange, broker or dealer’, as such term is no longer 
necessary. 


The Commission also announced the approval of certain 
plans submitted by various self-regulatory organizations 
pursuant to Rule 17a-5, Rule 17a-10 and Rule 17a-20: 


AMERICAN STOCK EXCHANGE 

BOSTON STOCK EXCHANGE 

CHICAGO BOARD OPTIONS EXCHANGE 

MIDWEST STOCK EXCHANGE 

NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

NEW YORK STOCK EXCHANGE 

PACIFIC STOCK EXCHANGE 
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PBW STOCK EXCHANGE 


Due to the implementation of amended Rule 15c3-1 on 
January 1, 1976, the financial and operational reports, and 
the surveillance systems of the Commission and the self- 
regulatory organizations will become obsolete as of that 
date. For this reason, the Commission has expedited the 
adoption of the FOCUS Report and related rule changes 

in order that the revised reporting system may be im- 
plemented concurrently with amended Rule 15c3-1. 


INDEX 
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Effective Date 160 
Statutory Basis 161 
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Introduction 


Section 17(a)(1) of the Securities Exchange Act, as 
amended, provides that the Commission shall prescribe by 
rule the records to be kept and the reports to be made and 
disseminated by brokers and dealers. Section 17(e) of the 
Securities Exchange Act of 1934, as amended, requires 
every broker or dealer to file annually with the Commission 
a certified balance sheet and income statement, and such 
other information concerning its financial condition as the 
Commission may prescribe by rule, and authorizes the 
Commission to prescribe the form and content of such 
financial statements, and the accounting standards to be 
followed in their preparation. 


The creation of the SEC Advisory Committee on Broker- 
Dealer Reports and Registration Requirements was an- 
nounced by the Commission in September 1972, marking 


the beginning of a program to review the reporting require- 
ments imposed on brokers and dealers by rules of the Com- 
mission and the self-regulators. In December 1972 the 
Committee submitted its recommendations to the Commis- 
sion in the “Advisory Committee’s Study on Broker-Dealer 
Reports and Registration Requirements” (“Stepanek 
Report”). The Stepanek Report concluded that there then 
existed unnecessary and duplicative reporting require- 
ments resulting from lack of coordination by the various 
regulating entities. 


The Commission subsequently established a Staff Task 
Force to determine whether the recommendations of the 
Committee could be implemented and if so, in what man- 
ner. The Staff Task Force delivered its report to the Com- 
mission substantially supporting the conclusions and 
recommendations of the Stepanek Report. The Commis- 
sion thereafter formulated a program of implementation 
based upon the recommendations of the Stepanek Report 
as supported by the Staff Task Force. In its ““Announce- 
ment of a Program of Implementation Regarding the ‘SEC 
Advisory Committee Study on Broker-Dealer Reports and 
Registration Requirements’ . . .”” the Commission: 


1. stated its intention to develop a key regulatory report 2/ 
and sought public comments thereon; and 


2. stated its intention to establish a Report Coordinating 
Group under the Federal Advisory Committee Act to 
advise the Commission on the consolidation and reduction 
of reporting requirements and to assist the Commission in 
the development of a key regulatory report. 3/ 


In May 1974 the Commission announced the membership 
of the Report Coordinating Group (“Group”), a federal 
advisory committee. 4/ At its first meeting on June 3, 
1974, the Group reviewed the Stepanek Report and de- 
cided to give the highest priority to developing recom- 
mendations regarding a uniform financial and operational 
report. 5/ 


On August 9, 1974 the Commission issued guidelines for a 
uniform financial and operational report. In accordance 
with these guidelines the Group reviewed the reports, 
forms and similar material required of brokers and dealers 
by the Commission, the self-regulatory organizations and 
others. The Group, with the dedicated assistance of staff 
persons from all sectors of the industry, developed a 
FOCUS Report Discussion Paper which was distributed on 
October 15, 1974. 


Comments suggesting further simplification and changes in 
the items of the FOCUS Report were considered in the 
drafting of the FOCUS Report Revised Discussion Paper 
released on December 16, 1974. 6/ The FOCUS Report 
Revised Discussion Paper set forth a three part reporting 
format of financial and operational data to be completed 
by certain firms at specified intervals. 
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Since the release of the FOCUS Report Revised Discussion 
Paper, the Group has held additional public meetings to 
further simplify the FOCUS Report and at the same time 
improve its effectiveness as a surveillance tool for the Com- 
mission and the self-regulators. The Group released its final 
recommendation for a FOCUS Report in its First Annual 
Report on June 16, 1975. 7/ The FOCUS Report is the 
product of the efforts of the Group assisted in large part 
by the comments and suggestions of members of the 
industry, the self-regulatory organizations, the accounting 
profession and interested members of the public. The Com- 
mission, after considering the recommendations of the 
Report Coordinating Group and the comments thereon, 
believed that the adoption of a reporting system based 
upon and including the FOCUS Report, with some mod- 
ifications to the program recommended, would provide an 
opportunity for uniform industry-wide regulation and 
would substantially reduce the reporting burdens on the 
securities industry without compromising the interest of 
the public and the regulators. In an effort to achieve that 
goal, the Commission released the FOCUS Report for pub- 
lic comment on October 15, 1975. 


After careful consideration of the public comments sub- 
mitted and further refinement to the reporting structure, 
the Commission adopts the FOCUS Report as set forth 
herein, recognizing that while the reporting system is ef- 
ficient in theory, and the form satisfactory in substance, 
certain modifications may subsequently be necessary in 
order to achieve a smoother practical application. It is the 
Commission's view that the areas requiring additional re- 
finement will become apparent after the self-regulators and 
the brokers and dealers have had several months experi- 
ence with the FOCUS reporting structure, therefore, com- 
ments are requested on or before March 31, 1976, suggest- 
ing amendments to the FOCUS Report on June 30, 1976. 
The Commission also requests that the Report Coordinat- 
ing Group include in its final report to the Commission 
those amendments it considers necessary. The Commission 
thereafter intends to review the FOCUS Report at the be- 
ginning of each calendar year, in cooperation with the self- 
regulators and with the advice of the Report Coordinating 
Group, in order to continue modifying and updating the 
financial and operational reporting systems to keep pace 
with the changing securities industry. 


Amendment of Rule 17a-4 


Rule 17a-4 is amended by adding subparagraph (b)(8) to 
require every broker or dealer who is required to file Part 

it or Part 11A of Form X-17A-5 to make and keep certain 
additional books and records. Such a requirement should 
not constitute a significant additional burden, inasmuch as 
said records are now prepared during the course of opera- 
tion of the broker or dealer’s business. These new schedules 
replace a number of schedules in current Form X-17A-5 
and will provide detailed information required for a proper 
analysis and review of the annual audit report. 
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Text of Amended Rule 17a-4 





The text of Rule 17a-4(b), as amended, is as follows (new 
material in Italics): 





(b) Every such broker and dealer shall preserve for a period 
of not less than 3 years, the first 2 years in an accessible 
place: 


(8) Records which contain the following information in 
support of amounts included in reports on Form X-17A-5 
Part I! or Part I1A and in annual audited financial state- 
ments required by Rule 17a-5: 


(i) money balance position, long or short, including des- 
cription, quantity, price and valuation of each security 
including contractual commitments in customers’ accounts, 
in cash and fully secured accounts, partly secured accounts 
unsecured accounts and in securities accounts payable to 
customers; 


(ii) money balance and position, long or short, including 
description, quantity, price and valuation of each security 
including contractual commitments in non-customers’ ac- 
counts, in cash and fully secured accounts, partly secured 
and unsecured accounts and in securities accounts payable 
to non-customers; 





(iii) position, long or short, including description, quantity, sh 
price and valuation of each security including contractual R 
commitments included in the Computation of Net Capital 

as commitments, securities owned, securities owned not 
readily marketable, and other investments owned not 

readily marketable; | 


(iv) amount of secured demand note, description of col- | 
lateral securing such secured demand note including 

quantity, price and valuation of each security and cash 
balance securing such secured demand note; 


(v) description of futures commodity contracts, contract 
value on trade date, market value, gain or loss, and liquidat- 
ing equity or deficit in customers’ and non-customers’ 
accounts; 


(vi) description of futures commodity contracts, contract 
value on trade date, market value, gain or loss and liquidat- 
ing equity or deficit in trading and investment accounts; 





(vii) description, money balance, quantity, price and valua- 
tion of each spot commodity position or commitments in 
customers’ and non-customers’ accounts; 


(viii) description, money balance, quantity, price and valua- 
tion of each spot commodity position or commitments in 
trading and investment accounts; 







| 





(ix) number of shares, description of security, exercise 
price, cost and market value of put and call options includ- 









iod 


t- 








/ 
wm) / 


ing short out of the money options having no market or 
exercise value, showing listed and unlisted put and call 
options separately; 


(x) quantity, price, and valuation of each security underly- 
ing the haircut for undue concentration made in the 
Computation for Net Capital; 


(xi) description, quantity, price and valuation of each 
security and commodity position or contractual commit- 
ment, long or short, in each joint account in which the 
broker or dealer has an interest, including each participant's 
interest and margin deposit; 


(xii) description, settlement date, contract amount, 
quantity, market price, and valuation for each aged failed 
to deliver requiring a charge in the Computation of Net 
Capital pursuant to Rule 15c3-1; 


(xiii) detail relating to information for possession or con- 
trol requirements under Rule 15c3-3 and reported on the 
schedule in Part I! or I1A of Form X-17A-5; 


(xiv) detail of all items, not otherwise substantiated which 
are charged or credited in the Computation of Net Capital 
pursuant to Rule 15c3-1, such as cash margin deficiencies, 
deductions related to securities values and undue concen- 
tration, aged securities differences and insurance claims 
receivable; and 


(xv) other schedules which are specifically prescribed by 
the Commission as necessary to support information re- 
ported as required by Rule 17a-5. 


Amendment of Rule 17a-5 and Related Form X-17A-5 8/ 
|. Reports to be Filed by Brokers and Dealers 


Rule 17a-5(a)(2) is amended to prescribe which firms must 
file the different parts of Form X-17A-5. Clearing or carry- 
ing firms which have not received notice that they exceed 
certain safe parameters of financial and operational condi- 
tion must file Part | monthly and Part II on calendar 
quarters. 9/ Firms which do not carry or clear customer 
accounts must file Part 11A on calendar quarters. Firms 
which receive notice of exceeding certain parameters of 
financial and operational condition must file Part |! 
monthly. Part IIA will be filed quarterly in lieu of Part II 
by small brokers and dealers, firms not clearing and not 
carrying customer accounts, and firms conducting a limited 
type of business. Such of these firms which exceed para- 
meters set by the self-regulators must file Part 11A monthly. 
In addition, every broker or dealer required to file an an- 
nual audit report under paragraph (d) must file Part II or 
11A, as applicable, as of the date selected for the annual 
audit report if such date does not coincide with a calendar 
quarter. 


As proposed for comment, Rule 17a-5(a) did not specify 


the number of days within which the monthly and quarter- 
ly reports must be filed. The Commission requested com- 
ment upon this issue, and after consideration of those com- 
ments submitted, has determined that Part ! will be filed 
within 10 business days of the end of each month, and 
Parts II and IIA will be filed within 17 business days of the 
end of each month. 


Subparagraph (a)(4) permits the broker or dealer to satisfy 
the filing requirements under subparagraph (a)(2) by 
complying with filing requirements established by a plan 
submitted to the Commission by the appropriate national 
securities exchange or registered national securities associa- 
tion. Pursuant to the plan, the exchange or association is 
required to transmit to the Commission a copy of the ap- 
plicable parts of Form X-17A-5 as to each member par- 
ticipating in the plan. The plan must also set forth the 
time limitations within which the various parts of Form 
X-17A-5 must be filed. 


Requests for extension of time or exemption from any of 
the requirements of paragraph (a) will be considered pur- 
suant to paragraph (1). 


Revort to be Filed Upon Termination of Membership 


Paragraph (j) is renumbered (b), and requires that any 
broker or dealer who ceases to be a member in good stand- 
ing of a national securities exchange file with the Commis- 
sion, no later than two days after the termination, Part II 
of Form X-17A-5 as of the termination. In addition, a 
national securities exchange which acts to terminate the 
membership of a broker or dealer or learns of any such 
action is required to notify the Commission of such action 
and notify the broker or dealer of its reporting require- 
ment under this paragraph. 


Financial Statements to be Furnished to Customers 


Paragraph (c) combines former paragraphs (m), (n) and (o) 
and prescribes the form and content of statements to be 
furnished to customers by all brokers and dealers required 
to file an annual audit report, with the exception of certain 
brokers or dealers with limited activities as enumerated in 
subparagraph (c)(1). The statements, as set forth in sub- 
paragraph (c)(2), include a balance sheet, a footnote in- 
dicating the broker's or dealer’s actual net capital and its 
required net capital, a notice that a copy of any material 
inadequacies commented upon by the independent public 
accountant in connection with the annual audit report is 
currently available for the customer’s inspection at the 
Commission’s principal office in Washington, D.C. and the 
Commission’s regional office for the region in which the 
broker or dealer has its principal place of business, and a 
notice indicating that the Statement of Financial Condi- 
tion of the most recent annual audit report of the broker 
or dealer is similarly available for inspection. After a re- 
evaluation of the length and complexity of the statements 
which must be furnished to customers, the Commission has 
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determined that the period of time within which these 
statements must be furnished shall be 45 days. 


Il. Accountants’ Reports 
Annual Audit Report 


The Commission also requires that brokers and dealers file 
an annual audit report on a fiscal or calendar year basis.10/ 
Rule 17a-5(d)(1) requires the following financial data to 
be included in the annual audit report: 


Financial Statements: 


Statement of Financial Condition; 

Statement of Income (Loss); 

Statement of Changes in Financial Position; 

Statement of Changes in Stockholders’ Equity or 
Partners’ or Sole Proprietor’s Capital; 

Statement of Changes in Liabilities Subordinated to 
Claims of General Creditors; 


Schedules: 


Computation of Net Capital Pursuant to Rule 15c3-1; 

Computation for Determination of Reserve Require- 
ments Pursuant to Rule 15c3-3; 

Information Relating to the Possession or Control 
Requirements Under Rule 15c3-3; and 

A Reconciliation pursuant to Rule 17a-5(d) (4). 


All of the financial statements and schedules are to be filed 
on a public basis except those which are bound separately 
as provided in paragraph (e)(3). 


The audited financial statements will be filed at the princi- 
pal office of the Commission in Washington, D.C., the 
regional office of the Commission for the region in which 
the broker or dealer has its principal place of business, and 
at the principal office of the designated examining auth- 
ority for said broker or dealer no later than sixty days 
after the date selected for the annual audited financial 
statements. The computations contained in the correspond- 
ing filing of Part 11 or Part I1A pursuant to Rules 15c3-1 
and 15c3-3, must be reconciled in a report filed pursuant 
to amended Rule 17a-5(d)(4), if such reports differ 
materially from the computations contained in the audit 
report. 


The term “fiscal year”’ is defined as the broker’s or dealer's 
fiscal year for reporting purposes. For purposes of defining 
a time period such as fiscal or calendar quarter, the last 
Friday or last business day of such period would be accept- 
able. The date of the audit may be at any point within the 
calendar year, however, if such date does not coincide with 
the close of a calendar quarter, the broker or dealer must 
file an additional Form X-17A-5, Part II or I1A as pre- 
scribed in paragraph (a), as of the date of the annual audit. 
This fifth filing allows the integration of the annual audit 
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report into the surveillance programs of the Commission 
and the self-regulators. 








Section 17(e) of the Securities Exchange Act of 1934 re- fou 
quires all brokers and dealers, including introducing firms, tak 
to file an annual audited report, including an income state- 
ment. The Commission requested comments on the feasi- Na 
bility of requiring floor members to file an annual audited 
report, and after consideration of those comments sub- Pa 
mitted has determined that the adequacy of the self- ref 
regulators’ surveillance programs is such that the annual ww 
audited report will not be necessary. r. 
: 
Audit Objectives & Procedures : 
Rule 17a-5 also prescribes the audit objectives to be used in - 
the preparation of the broker's or dealer’s audited financial fo 
statements. 11/ Paragraph (g) requires the annual audit to pe 
be made in accordance with generally accepted auditing st 
standards. The audit is to be conducted in such amanneras | © 


to provide the accountant with the basis for expressing an |} § 
opinion on the financial statements of the broker or dealer | 
as of the date of the examination. The audit should be de- | 
signed in such a manner as to provide the accountant with 
reasonable assurance of the discovery of any material in- 
adequacies in the accounting system, the internal account- 
ing control, procedures for safeguarding securities or the 3 
procedures followed in complying with Rule 17a-13, which a 
are existing at the date of the audit. If during the course of i) . 
the audit, inadequacies which have occurred during the | t 
period since the date of the last audit are determined to . 
have existed either through preliminary work or through t 
any other procedure conducted in connection with the 
annual audit such inadequacies must be reported as part : 
of the annual audit report. . 
‘ 


Paragraph (h) prescribes the extent and timing of proced- 
ures to be followed in the annual audit and permits the 
accountant to exercise discretion in the area of the extent 
and timing of such procedures. 12/ In addition, the ac- 
countant has a responsibility to notify the chief financial 
officer of the broker or dealer of any material inadequacies 
discovered in the course of the audit or interim work. If the 
broker or dealer fails to notify the Commission, the 
accountant himself must do so. 





A determination of a material inadequacy may, in many 
instances, require completed audit procedures in a partic- 
ular area, appropriate review at the decision making level 
by management and the independent accountant, and pos- 
sible consultation with counsel. While it is expected that a 
determination in this context involves a contemplative 
process, the length and complexity of the deliberations 
should depend on the circumstances and be completed in 
the shortest time possible. 





ji 


Accountant’s Report on Material Inadequacies 





Paragraph (j) requires that the broker or dealer file concur- 








f) rently with the annual audit report a supplemental report 
by the accountant describing any materia! inadequacies 
found to exist at the audit date and any corrective action 
taken or proposed by the broker or dealer in regard thereto. 


Nature and Form of Audit Reports 


Paragraph (b), which prescribes the nature and form of 
reports which must be filed by the broker or dealer is re- 
numbered (e). Subparagraph (4) (iii)(b) thereof requires 
that amounts reported in the Annual General Assessment 
Reconciliation (Form SIPC-7) be compared with amounts 
reflected in Form X-17A-5 for the fiscal year beginning 
with fiscal year 1976, rather than the present comparison 
with the amounts reflected in Form X-17A-10. As proposed 
for comment, this paragraph did not allow for a transition 
period between the SIPC-7/X-17A-10 comparison and the 
SIPC-7/X-17A-5 comparison. The Commission has de- 
termined that a smoother adjustment will result if Form 
SIPC-7 is compared with Form X-17A-10 for calendar year 
1975 and with Form X-17A-5 for fiscal year 1976 and 
thereafter. 


Qualification of Accountant 


Subparagraph (2) has been added to paragraph (f) which 
requires every broker or dealer to file with the Commission 
gt as of December tenth of each year, a statement indicating 

the existence of an agreement with an independent public 
accountant covering a contractual commitment to conduct 
the broker or dealer’s annual audit pursuant to Rule 17a-5 
for that year. In light of the fact that the date of filing this 
statement for calendar year 1976 (December 10, 1975) has 
already passed, the statements which would have been filed 
on that date shall be filed no later than February 10, 1976. 
Such letter may be of a permanent nature, i.e., effective 
until withdrawn or a new letter may be filed each year. 


As proposed for comment, paragraph (f) did not offer the 
option of filing a permanent letter. After considering pub- 
lic comment, the Commission has determined that this 
option will further reduce the reporting requirements of 
brokers and dealers. In addition, new subparagraph (f)(3) 
requires that the accountant be independent in accordance 
with Rules 2-01(b) and (c) of Regulation S-X. 


Technical Requirements of Accountant’s Report 


Paragraph (i) combines former paragraphs (g), (h) and (i) in 
setting forth the technical requirements of the accountant’s 
report, the representations and opinions to be expressed by 
the accountant with respect to the annual audit, and the 
manner in which exceptions noted by the accountant are to 
| be stated. Paragraph (i) also notes that the accountant 
would be required to perform additional audit procedures 

4 if such procedures are necessary to accomplish the audit 

objectives. 


Exemptions & Extensions of Time 


Paragraph (d) of the Rule has been redesignated paragraph 
(1) and requires the broker or dealer to include certain 
representations in its application for an extension of time 
for filing the annual audit report. The application must be 
received by the Commission’s principal office in Washing- 
ton, D.C., and the appropriate regional office of the Com- 
mission prior to the time that the report is normally due 
pursuant to paragraph (d). The application is not deemed 
granted by inaction on the part of the Commission as is 
now provided for by the last sentence of the paragraph, 
accordingly, that sentence has been deleted from para- 


graph (1). 


As proposed for comment, Rule 17a-5 did not set forth 
procedures for granting extensions of time for filing the 
annual audit report. After reviewing the comments suggest- 
ing such procedures, the Commission has determined that 
the extensions shall be granted or denied by the appropriate 
regional office within 10 days after receipt of the request, 
unless the regional office indicates that more time is re- 
quired to properly analyze the request. 


As proposed for comment, Rule 17a-5 did not provide an 
exemption for life insurance companies registered as 
brokers or dealers for the purpose of selling variable con- 
tracts and exempt from Rule 15c3-1, by virtue of a previ- 
ous application setting forth already existing higher per- 
manent capital standards. The Commission requested com- 
ments on whether such life insurance companies should be 
subject to the requirements of the FOCUS Report, and 
after consideration of the comments submitted, has de- 
termined that those life insurance companies which are 
registered as brokers and dealers engaging exclusively in the 
sale of variable contracts, and which are exempt from 
Rule 15c3-1, shall be exempt from the requirements of 
Rule 17a-5. Such companies will file an annual report on 
Part Ill of Form X-17A-10. 


Notification of Change of Fiscal Year 


Proposed Rule 17a-5 did not set forth notification pro- 
cedures pursuant to a broker's or dealer’s change of fiscal 
year. The Commission has determined that such notice is 
necessary, and has defined the procedures in paragraph 
(m). The notice will be filed with the Commission and the 
designated examining authority, and will explain the rea- 
sons for the change and state whether or not the change 
will result in a delayed filing of the annual audit report. If 
the audit report will be delayed, the broker or dealer must 
include the representations required by subparagraph 
(a)(1) of paragraph (1). 


Form X-17A-5 


The statements and schedules contained in the FOCUS Re- 
port replace present Form X-17A-5, but the designation 
“Form X-17A-5” is retained. Form X-17A-5 is divided into 
two parts with additional supplementary schedules. Part | 
is a summary report containing key financial and opera- 
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tional information consisting of core line items for all 
brokers and dealers and supplementary items for small 
brokers and dealers. These line items will provide regulators 
with timely information needed for the continued viability 
of the present day early warning system. This part is de- 
signed so that the trend for a full year in any of the line 
items is shown on a horizontal line on the report. 


Nearly all of the information in Part | is presently required 
to be generated and maintained by rules of the Commission, 
national securities associations and national securities ex- 
changes. Accordingly, Part | will replace a number of forms 
currently used by members of the securities industry. 

Based upon plans of the various self-regulators filed with 
the Commission and approved today, Part | will replace the 
monthly reports that the various self-regulators currently 
require of firms which do not exceed certain safe para- 
meters of financial and operational condition. 


Part I! of Form X-17A-5 is a general purpose financial and 
operational report. It is designed to accomplish several 
objectives: attain simplicity and uniformity, obtain es- 
sential regulatory information, and develop financial state- 
ments in a format consistent with generally accepted 
accounting principles. The instructions to Part I! set forth 
detailed definitions. Such definitions are intended as a 
guide for the correct completion of Parts I! and I1A, and 
apply only to those Parts. Part II contains the following 
financial statements and schedules: 


Financial Statements 
Statement of Financial Condition; 
Statement of Income (Loss); 
Statement of Changes in Stockholders’ Equity or 
Partners’ or Sole Proprietor’s Capital; and 
Statement of Changes in Liabilities Subordinated to 
Claims of General Creditors. 


Schedules 

Information for Possession or Control Requirements 
Under Rule 15c3-3; 

Computation of Net Capital Under Rule 15c3-1; 

Computation for Determination of Reserve Require- 
ments Exhibit A of Rule 15c3-3; 

Total Capital and Subordinated Capital Maturing or 
Proposed to be Withdrawn Within the Next Six 
Months and Details Thereof; and 

Financial and Operational Data. 


Part IIA is an abbreviated version of Part II. It includes a 
Statement of Financial Condition, a Computation of Net 
Capital Under Rule 15c3-1; a Statement of Income (Loss), 
and a Schedule of Details of Total Capital and Subordinated 
Capital Maturing or Proposed to be Withdrawn Within the 
next Six Months. 


As proposed for comment, Parts I! and IIA did not include 
a Schedule of Information for Possession or Control Re- 
quirements Under Rule 15c3-3. After consideration of the 
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public comments and a re-evaluation of the importance of 
this information, the Commission has determined that such 
information shall be required quarterly. 


Based upon plans of the various self-regulators filed with 

the Commission and approved today, Part |! and Part IIA 
will replace reports currently required on a monthly and 

quarterly basis by various self-regulators. 


Text of Amended Rule 17a-5 


Rule 17a-5 — Reports to be made by certain brokers and 
dealers. 


(a) Filing of Monthly and Quarterly Reports 


(1) This paragraph (a) shall apply to every broker or dealer 
registered pursuant to section 15 of the Act. 


(2)(i) Every broker or dealer subject to this paragraph (a) 
who clears or carries customer accounts shall file Part | of 
Form X-17A-5 within 10 business days after the end of 
each month. 


(ii) Every broker or dealer subject to this paragraph (a) 
who clears or carries customer accounts shall file Part II of 
Form X-17A-5 within 17 business days after the end of 
the calendar quarter and within 17 business days after the 
date selected for the annual audit of financial statements 
where said date is other than a calendar quarter. Certain 
of such brokers or dealers shall file Part IIA in lieu there- 
of if the nature of their business is limited as described in 
the instructions to Part Il of Form X-17A-5. 


(iii) Every broker or dealer who does not carry nor clear 
customer accounts shall file Part I1A of Form X-17A-5 
within 17 business days after the end of each calendar 
quarter and within 17 business days after the date selected 
for the annual audit of financial statements where said 
date is other than the end of the calendar quarter. 


(iv) Upon receiving written notice from the Commission or 
the examining authority designated pursuant to Section 
17(d) of the Act, a broker or dealer who receives such 
notice shall file monthly or at such times as shall be 
specified, Part I! or Part ILA of Form X-17A-5 and such 
other financial or operational information as shall be re- 
quired by the Commission or the designated examining 
authority. 


(3) The reports provided for in this paragraph (a) shall be 
considered filed when received at the Commission’s 
principal office in Washington, D.C. and the regional office 
of the Commission for the region in which the broker or 
dealer has its principal place of business. Except as pro- 
vided for in paragraph (e)(3) such reports shall be available 
for examination at the principal! office of the broker or 
dealer. 
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f (4) The provisions of subparagraphs (2) and (3) of para- 
graph (a) shall not apply to a member of a national securi- 
ties exchange or a registered national securities association 
if said exchange or association maintains records containing 
the information required by Part |, Part 11 or Part 1A of 
Form X-17A-5 as to such member, and transmits to the 
Commission a copy of the applicable parts of Form X-17A- 
5 as to such member, pursuant to a plan, procedures and 
provisions of which have been submitted to and declared 
effective by the Commission. Any such plan filed by a 
national securities exchange or a registered national securi- 
ties association may provide that when a member is also a 
member of one or more national securities exchanges, or 

of one or more national securities exchanges and a registered 
national securities association, the information required to 
be submitted with respect to any such member may be sub- 
mitted by only one specified national securities exchange 
or registered national securities association. For the pur- 
poses of this rule, a plan filed with the Commission by a 
national securities exchange or a registered national securi- 
ties association shall not become effective unless the Com- 
mission, having due regard for the fulfillment of the Com- 
mission’s duties and responsibilities under the provisions of 
the Act, declares the plan to be effective. Further, the 
Commission, in declaring any such plan effective, may 
impose such terms and conditions relating to the provisions 
of the plan and the period of its effectiveness as may be 
deemed necessary or appropriate in the public interest, for 
the protection of investors, or to carry out the Commis- 
sion’s duties and responsibilities under the Act. 


(b) Report Filed Upon Termination of Membership Interest 


(1) If a broker or dealer holding any membership interest in 
a national securities exchange ceases to be a member in 
good standing of such exchange, such broker or dealer shall, 
within two business days after such event, file with the 
Commission, Part I! of Form X-17A-5 as of the date of 

such event. 


The report shall be filed at the Commission’s principal 
office in Washington, D.C., and with the regional office of 
the Commission for the region in which the broker or 
dealer has its principal place of business: Provided, how- 
ever, that such report need not be made or filed if the 
Commission, upon written request or upon its own motion 
exempts such broker or dealer, either unconditionally or 
on specified terms and conditions, from such requirement: 
Provided, further, that the Commission may, upon request 
of the broker or dealer, grant extensions of time for filing 
the report specified herein for good cause shown. 


(2) Attached to the report required by subparagraph (1) of 
this paragraph shall be an oath or affirmation that to the 
best knowledge and belief of the individual making such 
oath or affirmation the information contained in the report 
is true and correct. The oath or affirmation shall be made 
before a person duly authorized to administer such oath or 
affirmation. If the broker or dealer is a sole proprietor- 


ship, the oath or affirmation shall be made by the pro- 
prietor; if a partnership, by a general partner; or if a 
corporation, by the chief executive officer, or in his 
absence, by the person authorized to act in his place. 


(3) For the purposes of this paragraph (b) “membership 
interest” shall include the following: full membership, 
allied membership, associated membership, floor privileges, 
and any other interest that entitles a broker or dealer to 
the exercise of any privilege on an exchange. 


(4) For the purposes of this paragraph (b), any broker or 
dealer shall be deemed to have ceased to be a member in 
good standing of such exchange when he has resigned, with- 
drawn, or been suspended or expelled from a membership 
interest in such exchange or has directly or through any 
associated person sold or entered into an agreement for the 
sale of a membership interest which would on consumma- 
tion thereof result in the termination of the broker's or 
dealer’s membership interest in such exchange. 


(5) Whenever any national securities exchange takes any 
action which causes any broker or dealer which is a mem- 
ber of such exchange to cease to be a member in good stand- 
ing of such exchange or when such exchange learns of any 
action by such member or any other person which causes 
such broker or dealer to cease to be a member in good 
standing of such exchange, such exchange shall report such 
action promptly to the Commission, furnishing informa- 
tion as to the circumstances surrounding the event and 
shall send a copy of such notification to the broker or 
dealer and notify such broker or dealer of his responsi- 
bilities under this paragraph (b). 


(c) Customer Statements 


(1) Who must furnish the statements. Every broker or 
dealer shall file with the Commission at its principal office 
in Washington, D.C., with the regional office of the Com- 
mission for the region in which the broker or dealer has its 
principal place of business, and with each national securi- 
ties exchange and registered national securities association 
of which it is a member, and shall send to its customers the 
statements prescribed by subparagraphs (2) and (3) of this 
paragraph (c), except if the activities of such broker or 
dealer are limited to any one or combination of the follow- 
ing and are conducted in the manner prescribed herein: 


(i) As introducing broker or dealer, the forwarding of all 
the transactions of his customers to a clearing broker or 
dealer on a fully disclosed basis: Provided, that such clear- 
ing broker or dealer reflects such transactions on its books 
and records in accounts it carries in the names of such 
customers and that the introducing broker or dealer does 
not hold funds or securities for, or owe funds or securities 
to, customers other than funds and securities promptly 
forwarded to the clearing broker or dealer or to customers; 


(ii) The prompt forwarding of subscriptions for securities to 
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the issuer, underwriter or other distributor of such securi- 
ties and of receiving checks, drafts, notes, or other evidences 
of indebtedness payable solely to the issuer, underwriter or 
other distributor who delivers the security directly to the 
subscriber or to a custodian bank, if the broker or dealer 
does not otherwise hold funds or securities for, or owe 
money or securities to, customers; 


(iii) The sale and redemption of redeemable shares of 
registered investment companies or the solicitation of 
share accounts of savings and loan associations in the man- 
ner contemplated by the $2,500 minimum net capital re- 
quirement of Rule 15c3-1 or the offering to extend any 
credit to or participate in arranging a loan for a customer 
to purchase insurance in connection with the sale of re- 
deemable shares of registered investment companies; or 


(iv) Conduct which would exempt the broker or dealer 
from the provisions of Rule 17a-13 by reason of the pro- 
visions of paragraph (a) of that rule. 


(2) Audited statements to be furnished. The following 
statements shall be furnished as required by subparagraph 
(c)(1) within 45 days after the broker or dealer files with 
the Commission the information required by paragraph (d): 


(i) A balance sheet with appropriate notes prepared in 
accordance with generally accepted accounting principles 
which shall be audited if the financial statements furnished 
in accordance with paragraph (d) of this rule are required 
to be certified; 


(ii) A footnote containing a statement of the amount of 
the broker’s or dealer’s net capital and its required net 
capital, computed in accordance with Rule 15c3-1. Such 
statement shall include summary financial statements of 
subsidiaries consolidated pursuant to Appendix C of Rule 
15c3-1, where material, and the effect thereof on the net 
capital and required net capital of the broker or dealer. 


(iii) If in connection with the most recent annual audit 
report pursuant to Rule 17a-5, the independent account- 
ant commented on any material inadequecies in accord- 
ance with paragraphs (g) and (h), and Rule 17a-11(d), there 
shall be a statement by the broker or dealer that a copy of 
such report and comments is currently available for the 
customer’s inspection at the principal office of the Com- 
mission in Washington, D.C., and the regional office of the 
Commission for the region in which the broker or dealer 
has its principal place of business; and 


(iv) A statement indicating that the Statement of Financial 
Condition of the most recent annual audit report of the 
broker or dealer pursuant to Rule 17a-5 is available for 
examination at the principal office of the broker or dealer, 
and at the regional office of the Commission for the region 
in which the broker or dealer has its principal place of 
business. 
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(3) Unaudited statements to be furnished. The statements 
shall contain the information specified in subparagraphs 
(c)(2)(i) and (ii). Said unaudited statements shall be as of 
the date 6 months from the date of the audited statements 
required to be furnished pursuant to subparagraphs (c)(1) 
and (2) and shall be furnished not later than six months 
after the date that the audited statements required by sub- 
paragraph (c)(2) were furnished as required by subpara- 
graph (c)(1). 


(4) Definition of “customer”. For purposes of this para- 
graph (c), the term “customer” includes any person other 
than (i) another broker or dealer who is exempted by sub- 
paragraph (c)(1), (ii) a general, special or limited partner 
or director or officer of a broker or dealer, or (iii) any per- 
son to the extent that such person has a claim for property 
or funds which by contract, agreement or understanding, 
or by operation of law, is part of the capital of the broker 
or dealer or is subordinated to the claims of creditors of 
the broker or dealer, for or with whom a broker or dealer 
has effected a securities transaction in a particular month, | 
which month shall be either the month preceding the 

balance sheet date or the month following the balance | 
sheet date in which the statement is sent. The term “cus- 
tomer” also includes any person for whom the broker or 
dealer holds securities for safekeeping or as collateral or 
for whom the broker or dealer carries a free credit balance 
in the month in which customers are determined for pur- 
poses of this paragraph (c). 





(d) Annual Filing of Audited Financial Statements 


(1)(i) Every broker or dealer registered pursuant to Sec- 
tion 15 of the Act shall file annually, on a calendar or | 
fiscal year basis, a report which shall be audited by an 
independent public accountant. Reports pursuant to this 
paragraph (d) shall be as of the same fixed or determinable 
date each year unless a change is approved by the Com- 
mission. 





(ii) A broker or dealer succeeding to and continuing the 
business of another broker or dealer need not file a report 
under this paragraph as of a date in this fiscal or calendar 
year in which the succession occurs if the predecessor 
broker or dealer has filed a report in compliance with this 
paragraph as of a date in such fiscal or calendar year. 


(iii) A broker or dealer who has not transacted a business 
in securities directly with or for other than members of a 
national securities exchange, and has not carried any mar- 
gin account, credit balance or security for any person who 
is defined as a “customer” in paragraph (c)(4) of this rule, 
shall not be required to file a report under this paragraph. 








(2) The annual audited report shall contain a Statement of 
Financial Condition (in a format and on a basis which is 
consistent with the totals reported on the Statement of 
Financial Condition contained in Form X-17A-5, Part !1 or 
I1A) a Statement of Income, a Statement of Changes in 

















Stockholders’ or Partners’ or Sole Proprietor’s Equity, and 
a Statement of Changes in Liabilities Subordinated to 
Claims of General Creditors. Such statements shall be in a 
format which is consistent with such statements as con- 
tained in Form X-17A-5 Part II or Part HA. 


(3) Supporting schedules shall include, from Part !1 or 

Part 1A of Form X-17A-5, a Computation of Net Capital 
Under Rule 15c3-1, a Computation for Determination of 
the Reserve Requirements under Exhibit A of Rule 15c3-3 
and Information Relating to the Possession or Control Re- 
quirements Under Rule 15c3-3, and shall be filed with 

said report. 


(4) A reconciliation, including appropriate explanations, of 
the Computation of Net Capital under Rule 15c3-1 and the 
Computation for Determination of the Reserve Require- 
ments Under Exhibit A of Rule 15c3-3 in the audit report 
with the broker’s or dealer’s corresponding unaudited most 
recent Part I! or Part IIA filing shall be filed with said 
report when material differences exist. If no material dif- 
ferences exist, a statement so indicating shall be filed. 


(5) The annual audit report shall be filed not more than 
sixty (60) days after the date of the financial statements. 


(6) The annual audit report shall be filed at the regional 
office of the Commission for the region in which the 
broker or dealer has its principal place of business, the 
Commission’s principal office in Washington, D.C., and 
the principal office of the designated examining authority 
for said broker or dealer. Copies thereof shall be provided 
to all self-regulatory organizations of which said broker or 
dealer is a member. 


(e) Nature and form of reports. 


The financial statements filed pursuant to paragraph (d) of 
this rule shall be prepared and filed in accordance with the 
following requirements: 


(1)(i) An audit shall be conducted by a certified public 
accountant who shall be in fact independent as defined in 
paragraph (f)(3) herein, and he shall give an opinion cover- 
ing the statements filed pursuant to paragraph (d): Pro- 
vided, however, that the financial statements filed pursuant 
to paragraph (d) need not be audited if, since the date of 
the previous financial statements of report filed pursuant 
to Rule 15b1-2 or this rule: (a) the securities business of 
such broker or dealer has been limited to acting as broker 
(agent) for the issuer in soliciting subscriptions for securi- 
ties of such issuer, said broker has promptly transmitted to 
such issuer all funds and promptly delivered to the sub- 
scriber all securities received in connection therewith, and 
said broker has not otherwise held funds or securities for or 
owed money or securities to customers; or (b) its securities 
business has been limited to buying and selling evidences of 
indebtedness secured by mortgage, deed or trust, or other 
lien upon real estate or leasehold interests, and said broker 


or dealer has not carried any margin account, credit 
balance, or security for any securities customer. 


(ii) A broker or dealer who files a report which is not 
covered by an accountant’s opinion shall include in the 
oath or affirmation required by paragraph (e)(2) of this 
rule a statement of the facts and circumstances relied upon 
as a basis for exemption from the requirement that financial 
statements and schedules filed pursuant to paragraph (d) 

be covered by the opinion of an accountant. 


(2) Attached to the report shall be an oath or affirmation 
that, to the best knowledge and belief of the person making 
such oath or affirmation, the financial statements and 
schedules are true and correct. The oath or affirmation shall 
be made before a person duly authorized to administer 
such oaths or affirmations. If the broker or dealer is a sole 
proprietorship, the oath or affirmation shall be made by the 
proprietor; if a partnership, by a general partner; or if a 
corporation, by a duly authorized officer. 


(3) All of the statements filed pursuant to paragraph (d) 
shall be public, except that if the Statement of Financial 
Condition in a format which is consistent with Form 
X-17A-5, Part 11 or Part 11A is bound separately from the 
balance of the annual audited financial statements filed 
pursuant to subparagraph (d)(1), the balance of the annual 
audited financial statements shall be deemed confidential, 
except that they shall be available for official use by any 
official or employee of the United States or any State, by 
national securities exchanges and registered national securi- 
ties associations of which the person filing such report is 

a member, and by any other person to whom the Commis- 
sion authorizes disclosure of such information as being in 
the public interest. Nothing contained in this subparagraph 
(3) shall be deemed to be in derogation of the rules of any 
registered national securities association or national securi- 
ties exchange which give to customers of a member broker 
or dealer the right, upon request to such member broker or 
dealer, to obtain information relative to its financial con- 
dition. 


(4) The broker or dealer shall file with the report a supple- 
mental report which shall be covered by an opinion of the 
independent public accountant on the status of the mem- 
bership of the broker or dealer in the Securities Investor 
Protection Corporation (“SIPC”) if, pursuant to subpara- 
graph (c)(1), a report of the broker or dealer is required to 
be covered by an opinion of a certified public accountant 
or a public accountant who is in fact independent. The sup- 
plemental report shall cover the SIPC annual general assess- 
ment reconciliation or exclusion from membership forms 
not previously reported on under this subparagraph (4) 
which were required to be filed on or prior to the date of 
the report required by paragraph (b) of this rule. The sup- 
plemental report, which shall be submitted in triplicate 
original to the regional office of the Commission for the 
region in which the broker or dealer has its principal place 
of business, be bound separately, be dated and be signed 


SEC DOCKET/817 











manually, shall include the following: 


(i) A schedule of assessment payments also showing any 
overpayments applied and overpayments carried forward 
including: payment dates, amounts, and name of SIPC col- 
lection agent to whom mailed, or 


(ii) If exclusion from membership was claimed, a statement 
that the broker or dealer qualified for exclusion from meii- 
bership under the Securities Investor Protection Act of 
1970, and the date and name of the SIPC collection agent 
with whom a Certification of Exclusion from Membership 
(Form SIPC-3) was filed, and 


(iii) An accountant’s report which shall state that in the 
accountant’s opinion either the assessments were deter- 
mined fairly in accordance with applicable instructions and 
forms, or that a claim for exclusion from membership was 
consistent with income reported. If exceptions are noted, 
the accountant shall state any corrective action taken or 
proposed. The accountant’s review on which his report is 
based shall include as a minimum the following procedures: 


(a) Comparison of listed assessment payments with respec- 
tive cash disbursements record entries; 


(b) For calendar year 1975 or preceding years, comparison 
of amounts reflected in Form X-17A-10 with amounts re- 
ported in the Annual General Assessment Reconciliation 
(Form SIPC-7); 


(c) For all or any portion of a fiscal year ending in 1976 
and each fiscal year thereafter, comparison of amounts re- 
flected in Form X-17A-5 as required by paragraph (b) of 
this rule, with amounts reported in the Annual General 
Assessment Reconciliation (Form SIPC-7); 


(d) Comparison of adjustments reported in Form SIPC-7 
with supporting schedules and working papers supporting 
adjustments; 


(e) Proof of arithmetical accuracy of the calculations re- 
flected in Form SIPC-7 and in the schedules and working 
Papers supporting adjustments; and, 


(f) Comparison of the amount of any overpayment applied 
with the Form SIPC-7 on which it was computed; or, 


(g) \f exclusion from membership is claimed, the accoun- 
tant shall review Form X-17A-10 for calendar year 1975 

or preceding years, Form X-17A-5 for all or any portion of 
a fiscal year ending in 1976 and each fiscal year ending in 
1976 and each fiscal year thereafter to ascertain that the 
Certification of Exclusion from Membership (Form SIPC-3) 
was consistent with the income reported. 


(f) (1) Qualification of accountants. The Commission will 
not recognize any person as a certified public accountant 
who is not duly registered in good standing as such under 
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the laws of his place of residence or principal office. The 
Commission will not recognize any person as a public 
accountant who is not in good standing and entitled to 
practice as such under the laws of his place of residence or 
principal office. 


(2) Designation of accountant. Every broker or dealer sub- 
ject to this rule shall file no later than December 10 of 
each year, a statement with the Commission’s principal 
office in Washington, D.C., the regional office of the Com- 
mission for the region in which its principal place of busi- 
ness is located and the principal office of the designated 
examining authority for such broker or dealer. Such state- 
ment shall indicate the existence of an agreement dated no 
later than December first, with an independent public 
accountant covering a contractual commitment to conduct 
the broker’s or dealer’s annual audit during the following 
calendar year. 


The agreement may be of a continuing nature, providing 
for successive yearly audits, in which case no further filing 
is required. If the agreement is for a single audit, or if the 
continuing agreement previously filed has been terminated 
or amended, a new statement must be filed by the required 
date. 


The statement shall be headed “‘Notice pursuant to Rule 
17a-5(f)(2)”’ and shall contain the following information: 
(i) name, address, telephone number and registration num- 
ber of the broker or dealer; (ii) name address and telephone 
number of the accounting firm; (iii) the audit date of the 
broker or dealer for the year covered by the agreement. 


(3) Independence of accountant. An accountant shall be 
independent in accordance with the provisions of Rules 
2-01(b) and (c) of Regulation S-X. 


(4) Replacement of accountant. A broker or dealer shall 
file a notice which must be received by the Commission's 
principal office in Washington, D.C., the regional office of 
the Commission for the region in which its principal place 
of business is located, and the principal office of the 
designated examining authority for such broker or dealer, 
not more than 15 business days after: 


(i) The broker or dealer has notified the accountant whose 
opinion covered the most recent financial statements filed 

under paragraph (d) of this rule that his services will not be 
utilized in future engagements; or 


(ii) The broker or dealer has notified an accountant who 
was engaged to give an opinion covering the financial state- 
ments to be filed under paragraph (d) that the engagement 
has been terminated; or 


(iii) An accountant has notified the broker or dealer that 
he would not continue under an engagement to give an 
opinion covering the financial statements to be filed under 
paragraph (d); or 
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(iv) A new accountant has been engaged to give an opinion 
covering the financial statements to be filed under para- 
graph (d) without any notice of termination having been 
given to or by the previously engaged accountant. 


Such notice shall state (a) the date of notification of the 
termination of the engagement or engagement of the new 
accountant as applicable and (b) the details of any prob- 
lems existing during the 24 months (or the period of the 
engagement if less) preceding such termination or new en- 
gagement relating to any matter of accounting principles 
or practices, financial statement disclosure, auditing scope 
or procedure, or compliance with applicable rules of the 
Commission, which problems, if not resolved to the satis- 
faction of the former accountant, would have caused him 
to make reference to them in connection with his report 
on the subject matter of the problems. The problems re- 
quired to be reported in response to the preceding sen- 
tence include both those resolved to the former accoun- 
tant’s satisfaction and those not resolved to the former 
accountant’s satisfaction. Problems contemplated by this 
rule are those which occur at the decision-making level * 
i.e., between principal financial officers of the broker- 
dealer and personnel of the accounting firm responsible 
for rendering its report. The notice shall also state whether 
the accountant’s report on the financial statements for any 
of the past two years contained an adverse opinion or a 
disclaimer of opinion or was qualified as to uncertainties, 
audit scope, or accounting principles, and describe the 
nature of each such adverse opinion, disclaimer of opinion, 
or qualification. The broker or dealer shall also request the 
former accountant to furnish the broker or dealer with a 
letter addressed to the Commission stating whether he 
agrees with the statements contained in the notice of the 
broker or dealer and, if not, stating the respects in which 
he does not agree. The broker or dealer shall file three 
copies of the notice and the accountant’s letter, one copy 
of which shall be manually signed by the sole proprietor, 
or a general partner or a duly authorized corporate officer, 
as appropriate, and by the accountant, respectively. 


(g) Audit objectives. 


(1) The audit shall be made in accordance with generally 
accepted auditing standards and shall include a review of the 
accounting system, the internal accounting control and pro- 
cedures for safeguarding securities including appropriate 
tests thereof for the period since the prior examination 
date. The audit shall include all procedures necessary under 
the circumstances to enable the independent public ac- 
countant to express an opinion on the statement of 
financial condition, results of operations, changes in 
financial position, and the Computation of Net Capital 
Under Rule 15c3-1, the Computation for Determination of 
Reserve Requirements for Brokers or Dealers under Ex- 
hibit A of Rule 15c3-3, and Information Relating to the 
Possession or Control Requirements Under Rule 15c3-3. 
The scope of the audit and review of the accounting sys- 
tem, the internal control and procedures for safeguarding 


securities shall be sufficient to provide reasonable assur- 
ance that any material inadequacies existing at the date of 
the examination in (a) the accounting systern; (b) the 
internal accounting controls; (c) procedures for safeguard- 
ing securities and (d) the practices and procedures whose 
review is specified in (i), (ii), (iii) and (iv) of this paragraph 
would be disclosed. Additionally, as specific objectives, the 
audit shall include reviews of the practices and procedures 
followed by the client: 


(i) in making the periodic computations of aggregate in- 
debtedness and net capital under Rule 17a-3(a)(11) and 
the reserve required by Rule 15c3-3(e); 


(ii) in making the quarterly securities examinations, 
counts, verfications and comparisons and the recordation 
of differences required by Rule 17a-13; 


(iii) in complying with the requirement for prompt pay- 
ment for securities of Section 4(c) of Regulation T of the 
Board of Governors of the Federal Reserve System; and 


(iv) in obtaining and maintaining physical possession or 
control of all fully paid and excess margin securities of 
customers as required by Rule 15c3-3. 


(2) If the broker or dealer is exempt from Rule 15c3-3, the 
independent public accountant shall ascertain that the con- 
ditions of the exemption were being complied with as of 
the examination date and that no facts came to his atten- 
tion to indicate that the exemption had not been complied 
with during the period since his last examination. 


(3) A material inadequacy in the accounting system, in- 
ternal accounting controls, procedures for safeguarding 
securities, and practices and procedures referred to above 
which is expected to be reported under these audit objec- 
tives includes any condition which has contributed sub- 
stantially to or, if appropriate corrective action is not 
taken, could reasonably be expected to (i) inhibit a broker 
or dealer from promptly completing securities transactions 
or promptly discharging his responsibilities to customers, 
other broker-dealers or creditors; (ii) result in material 
financial loss; (iii) result in material misstatements of the 
broker or dealer's financial statements; or (iv) result in 
violations of the Commission’s recordkeeping or financial 
responsibility rules to an extent that could reasonably be 
expected to result in the conditions described in parts (i), 
(ii), or (iii) of this subparagraph (3). 


(h) Extent and Timing of Audit Procedures. 


(1) The extent and timing of audit procedures are matters 
for the independent public accountant to determine on the 
basis of his review and evaluation of existing internal con- 
trols and other audit procedures performed in accordance 
with generally accepted auditing standards and the audit 
objectives set forth in paragraph (g) above. In determining 
the extent of testing, consideration shall be given to the 
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materiality of an area and the possible effect on the fi- 
nancial statements and schedules of a material misstate- 
ment in a related account. The performance of auditing 
procedures involves the proper synchronization of their 
application and thus comprehends the need to consider 
simultaneous performance of procedures in certain areas 
such as, for example, securities counts, transfer verification 
and customer and broker confirmation in connection with 
verification of securities positions. 


(2) If, during the course of the audit or interim work, the 
independent public accountant determines that any mater- 
ial inadequacies exist in the accounting system, internal 
accounting control, procedures for safeguarding securities, 
or as otherwise defined in subparagraph (g)(3), then he 
shall call it to the attention of the chief financial officer 

of the broker or dealer, who shall have a responsibility to 
inform the Commission and the designated examining 
authority by telegraphic notice within 24 hours thereafter 
as set forth in paragraphs (d) and (f) of Rule 17a-11. The 
broker or dealer shall also furnish the accountant with a 
copy of said notice to the Commission by telegraphic com- 
munication within said 24 hour period. If the accountant 
fails to receive such notice from the broker or dealer within 
said 24 hour period, or if he disagrees with the statements 
contained in the notice of the broker or dealer, the ac- 
countant shall have a responsibility to inform the Commis- 
sion and the designated examining authority by report of 
material inadequacy within 24 hours thereafter as set 
forth in paragraph (f) of Rule 17a-11. Such report from 
the accountant shall, if the broker or dealer failed to file 

a notice, describe any material inadequacies found to exist. 
If the broker or dealer filed a notice, the accountant shall 
file a report detailing the aspects, if any, of the broker’s or 
dealer’s notice with which the accountant does not agree. 


(i) Accountant's reports, general provisions. 


(1) Technical requirements. The accountant’s report shall: 
(i) be dated; (ii) be signed manually; (iii) indicate the city 
and state where issued; and (iv) identify without detailed 
enumeration the financial statements and schedules 
covered by the report. 


(2) Representations as to the audit. The accountant'’s re- 
port shall: (i) state whether the audit was made in accor- 
dance with generally accepted auditing standards; (ii) state 
whether the accountant reviewed the procedures followed 
for safeguarding securities; and (iii) designate any auditing 
procedures deemed necessary by the accountant under the 
circumstances of the particular case which have been ~ 
omitted, and the reason for their omission. 


Nothing in this rule shall be construed to imply authority 
for the omission of any procedure which independent 
accountants would ordinarily employ in the course of an 
audit made for the purpose of expressing the opinions re- 
quired under this rule. 
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(3) Opinion to be expressed. The accountant’s report shall 
state clearly the opinion of the accountant: (i) in respect of 
the financial statements and schedules covered by the re- 
port and the accounting principles and practices reflected 
therein; and (ii) as to the consistency of the application of 
the accounting principles, or as to any changes in such 
principles which have a material effect on the financial 
statements. 


(4) Exceptions. Any matters to which the accountant 
takes exception shall be clearly identified, the exception 
thereto specifically and clearly stated, and, to the extent 
practicable, the effect of each such exception on the re- 
lated financial statements given. 


(5) Definitions. For the purpose of this rule, the terms 
“audit” (or “examination”), ‘‘accountant’s report’, and 
“certified” shall have the meanings given in Rule 1-02 of 
Regulation S-X. 


(j) Accountant’s report on material inadequacies. 


The broker or dealer shall file concurrently with the annual 
audit report a supplemental report by the accountant des- 
cribing any material inadequacies found to exist or found 
to have existed since the date of the previous audit. The 
supplemental report shall indicate any corrective action 
taken or proposed by the broker or dealer in regard there- 
to. If the audit did not disclose any material inadequacies, 
the supplemental report shall so state. 


(k) Use of certain statements filed with the Securities and 
Exchange Commission. 


At the request of any broker or dealer who is (i) an invest- 
ment company registered under the Investment Company 
Act of 1940, or (ii) a sponsor or depositor of such a reg- 
istered investment company who effects transactions in 
securities only with, or on behalf of, such registered invest- 
ment company, the Commission will accept the financial 
statements filed pursuant to Sections 13 or 15(d) of the 
Securities Exchange Act of 1934 or Section 30 of the In- 
vestment Company Act of 1940 and the rules and regula- 
tions promulgated thereunder as a filing pursuant to para- 
graph (d) of this rule. Such a filing shall be deemed to 
satisfy the requirements of this rule for any calendar year 
in which such financial statements are filed, provided that 
the statements so filed meet the requirements of the other 
rules under which they are filed with respect to time of 
filing and content. 


(1) Extensions and Exemptions 


(1)(a) In the event any broker or dealer finds that it cannot 
file its report for any year within the time specified in para- 
graph (d) of this rule without undue hardship, it may file 
with the Commission’s principal office in Washington, D.C. 
and the appropriate regional office as specified in subpara- 
graph (d)(6), an application for an extension of time to 4 
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specified date which shall not be more than 90 days after 
the date as of which his financial condition is reported. 
Notice of such application shall be sent to the designated 
examining authority. The application shall be made by the 
broker or dealer and shall: 


(i) state the reasons for the requested extension; 


(ii) indicate that the inability to make a timely filing is due 
to circumstances beyond the control of the broker or dealer 
if such is the case, and describe briefly the nature of such 
circumstance. 


(iii) indicate if the broker or dealer is in violation of the 
net capital requirements specified in Rule 15c3-1 or the 
requirements of Rule 15c3-3, or has any significant 
financial or recordkeeping problems; 


(iv) contain an agreement to file the report on or before 
the date specified by the broker or dealer in the applica- 
tion; and 


(v) be received by the regional office of the Commission for 
the region in which the broker or dealer has its principal 
place of business, the Commission’s principal office in 
Washington, D.C. and the principal office of the designated 
examining authority prior to the date upon which the re- 
port is due. 


(vi) be accompanied by a letter from the independent 
public accountant answering the following questions: 


(1) What specifically are the reasons for the extension 
request? 


(2) On the basis of that part of your audit to date, do you 
have an indication that may cause you to consider com- 
menting on any material inadequacies in the accounting 
system, internal accounting control and procedures for 
safeguarding securities? 


(3) Do you have any indication from that part of your 
audit completed to date that would lead you to believe 
that the condition of the firm’s records is endangering its 
ability to supervise its registered representatives and their 
handling of customer accounts? 


(4) Do you have any indication from that part of your 
audit completed to date that would lead you to believe that 
the firm is in violation of the net capital requirements 
specified in Rule 15c3-1 or the requirements of Rule 
15c3-3, or has any significant financial or recordkeeping 
problems? 


(b) Within 10 calendar days after the request for extension 
of time has been received by the appropriate regional 
office as specified in subparagraph (d)(6), the regional 
office shall: 


(i) notify the broker or dealer and its designated examining 
authority of the grant or denial of the requested ex- 
tension; or 


(ii) indicate to the broker or dealer that additional time is 
required to satisfactorily analyze the request, in which case 
the amount of time needed shall be specified. 


(2) Any “bank” as defined in section 3(a)(6) of the Act 
(48 Stat. 882; 15 U.S.C. 78c) and any “insurance com- 
pany” as defined in Section 3(a)(19)-of the Act (78 Stat. 
565; 15 U.S.C. 78c) registered as a broker or dealer to sell 
variable contracts but exempt from Rule 15c3-1 shall be 
exempt from the provisions of this rule. 


(3) On written request of any national securities exchange 
registered national securities association, broker or dealer, 
or on its own motion, the Commission may grant an ex- 
tension of time or an exemption from any of the require- 
ments of this rule either unconditionally or on specified 
terms and conditions. 


(m) Notification of change of fiscal year. 


In the event any broker or dealer finds it necessary to 
change its fiscal year it must file, with the Commission’s 
principal office in Washington, D.C., the regional office of 
the Commission for the region in which the broker or 
dealer has its principal place of business, and the principal 
office of the designated examining authority for such 
broker or dealer, a notice of such change. 


Such notice shall contain a detailed explanation of the 
reasons for the change, and indicate whether the filing of 
the annual audit report will be delayed as a result thereof. 
If the filing of the audit report will be delayed, the broker 
or dealer shall include in the notice the representations re- 
quired by subparagraph (a)(1) of paragraph (1). 


(n) Filing Requirements. 


For purposes of filing requirements as described in Rule 
17a-5, such filing shall be deemed to have been accom- 
plished upon receipt at the Commission’s principal office in 
Washington, D.C., with duplicate originals simultaneously 
filed at the locations prescribed in the particular paragraph 
of Rule 17a-5 which is applicable. 
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FORM X-17A-5 


FOCUS REPORT 
(FINANCIAL AND OPERATIONAL COMBINED 
UNIFORM SINGLE REPORT) 

PART | 





Name of Broker-Dealer As of (Month/Day/Year) 





Address of Principal Place of Business 


INSTRUCTIONS 
1. Total Tickets — Enter the total number of buy and sell 
tickets executed as agent and/or principal. For agency 
transactions, count both street and customer side as one 
transaction. Multiple executions at the same price which 
result in one confirmation should be counted as one trans- 
action. In the case of principal transactions, dealer-to-dealer 
and retail transactions are counted separately. Firms carry- 
ing public customer accounts for other broker-dealers on a 
fully disclosed basis are to include transactions emanating 
from those accounts in their total ticket count. Firms which 
introduce accounts on a fully disclosed basis should not in- 
clude transactions so introduced in their ticket count. Ex- 
clude from total ticket count transactions executed on be- 
half of monthly investment plans and those filled on a sub- 
scription basis wherein payment is made directly to an 
underwriter, sponsor or other distributor who in turn de- 
livers the security purchased directly to the subscriber. 


2. Markets — 
a) Enter the total number of securities in which a market 


is made on NASDAO on the last day of the reporting period. 


b) Enter the total number of other securities in which a 
market is made on the last day of the reporting period. 

c) In respect to the number and types of markets made, 
record the dollar amount of the highest minimum net cap- 
ital requirement to which the firm is subject pursuant to 
Rules 15¢3-1, 17a-12, or 17a-16. 


3. Total Fails — 

a) Report total contract value of all fails to deliver. If 
records are maintained on a trade date basis, enter here the 
total amount of all broker-dealer receivables. 

b) Report total contract value of all fails to receive. If 
records are maintained on a trade date basis, enter here the 
total amount of all broker-dealer payables. 


4. Aged Fails — Enter the ledger balances of a) fail to de- 
liver and b) fail to receive over fifteen business days old fol- 
lowing settlement date. 


5. Clearing Agency Balances — 

a) Report total dollar amount due to clearing agencies 
on current long positions at current prices as per clearing 
agency “Month End Money Settlement Summary.” 

b) Report total dollar amount due from clearing agencies 
on current short positions at current prices as per clearing 
agency ‘‘Month End Money Settlement Summary.” 


6. Unrestricted Cash — Report all cash on hand and cash in 
banks subject to immediate withdrawals net of overdrafts. 


7. 15c3-3 Reserve — 

a) Enter dollar amount of cash and/or qualified securities 
carried in banks pursuant to subparagraph (e)(1) or (k)(2) 
(A) under Rule 15c3-3 as of the month end computation 
date. 

b) Enter the amount required to be maintained in the 
“Reserve Bank Account” pursuant to the month end com- 
putation. Should the computation result in a net debit, this 
figure should be reported and enclosed in brackets. If ex- 
empt from the provisions of Rule 15c3-3, note the exemp- 
tive provision claimed, i.e. (k)(1), (k)(2)(A), (k)(2)(B) or 
(k)(3). 

c) Indicate with a check mark if the deposit, when re- 
quired, was made no later than one hour after the opening 
of banking business on the second business day following 
the computation date. 


8. Customer Accounts — 

a) Report total amount of secured debits in customer 
accounts as of month end reporting date. Do not include 
amounts reported in item 12 below. 

b) Enter total amount of all customers’ free and other 
credit balances as defined in Rule 15c-33, subparagraphs 
(a)(8) and (a)(9). 


9. Inventory Positions — 

a) Report at market value all long positions carried in 
the proprietary accounts of the firm as of the current 
month end reporting period, i.e. trading and investment 
accounts, accounts covered by satisfactory subordination 
agreements, and other proprietary accounts. Do not include 
qualified securities held in banks pursuant to Rule 15c3-3 
(e)(1) or secured demand note collateral. 

b) Report at market value all short positions carried in 
the proprietary accounts of the firm as of the current 
month end reporting period. 


10. Securities Borrowed — Enter the total market value of 
all securities borrowed from customers and non-customers 
including other broker-dealers and financial and non-finan- 
cial institutions. 


11. Allowable Assets — Enter the sum total of all assets ex- 
clusive of those classified under Rule 15c3-1 subparagraph 
(c}(2)(iv) as assets not readily convertible to cash. 


12. Deficits in Unsecured and Partly Secured Accounts — 
Enter the sum of customer and non-customer account 
balances which (1) in the case of a partly secured account, 
is that amount which liquidates to a deficit and (2) in the 
case of unsecured accounts, includes all debit and/or short 
security position balances. Include liquidating deficits in 
future commodity accounts after duplication of calls for 
margin, marks to market or other required deposits which 
are outstanding five business days or less. Disregard deficits 
in cash accounts as defined in Section 4(c) of Regulation T 
(12 CFR 220) for which not more than one extension re- 
specting a specific securities transaction has been requested 
and granted. 


13. Unsecured Loans and Advances — Report total dollar 
amount of all unsecured loans and advances owed to the 
firm by any officer, director or general-partner of the brok- 
er-dealer, the beneficial owner of 5 percent or more of any 
class of equity securities of the broker-dealer, or a limited 
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partner with a participation of 5 percent or more in the net 
assets or net profits of the broker-dealer. 


14. Subordinated Loan Agreements (As defined in Ap- 
pendix D to Rule 15c3-1. 

a) Enter the total amount of cash obtained pursuant to 
subordinated loan agreements. 

b) Record the ledger value as of contribution date of all 
securities obtained pursuant to subordination agreements. 

c) State the current repayment value of all securities ob- 
tained pursuant to subordination agreements. 


15. Secured Demand Notes (As defined in Appendix D to 
Rule 15c3-1) — 

a) Enter the sum total of the face/principal amount of 
all secured demand notes. 

b) Record the collateral value of all secured demand 
notes, i.e., the market value of all securities and cash col- 
lateralizing secured demand notes after the application of 
the haircut deductions as specified in subparagraph 
(c)(2)(vi) of Rule 15c3-1. 


16. Unconsolidated Income/Expense — 

a) Report unconsolidated gross income from the current 
reporting month exclusive of realized or unrealized gains or 
losses On proprietary positions. 

b) Enter the total unconsolidated expenses for the cur- 
rent reporting month. Provision for income taxes should 
not be included in this amount. 


17. Trading and Investment Account Gains (or Losses) — 
Enter the net of realized and unrealized gains (or losses) in 
all trading, investment and other proprietary accounts for 
the current reporting month. Losses should be recorded in 
brackets. 


18. Ownership Equity/Partnership Capital — 

a) Enter the sum of all additions to the owners’ equity 
or partnership capital during the current reporting month. 

b) Enter the sum of all withdrawal and/or reductions to 
owners’ equity or partnership capital during the current 
reporting month. 

Note: Do not include net income (or loss) in items 
18(a) or (b), respectively. 


19. Debt-Equity Total — Enter Debt-Equity Amount, i.e., 
the sum of owners’ equity or partnership capital and ap- 
proved subordinations. 


20. Current (Working) Capital — Enter current or working 
capital, i.e., Debit-Equity Total (item 19) less assets not 
readily convertible into cash pursuant to subparagraph 
(c)(2)(iv) of Rule 15c3-1. 


21. Total Haircuts — Report the sum of all haircuts applied 
in the computation of net capital pursuant to subpara- 
graphs (c)(2)(iv)(B) as applicable to partly secured customer 
accounts, (c)(2)(vi), (c)(a) (viii) and (c)(2)(x) and Appen- 
dixes (A) and (B) of Rule 15c3-1 adjusted where applicable 
by the provisions of Rule 15c3-1(f) when alternative 
computation is used. 


22. Al/Reserve Formula Debits — 
a) Report the total value of all aggregate indebtedness 
items, i.e., the total money liabilities of the firm exclusive 
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of items (i) through (xiii) under subparagraph (c)(1) of 
Rule 15c3-1, or, 

b) if the alternative method is used, report the total of 
all debit items computed in accordance with the Reserve 
Formula under Rule 15c3-3 including the adjustments re- 
quired under Rule 15c3-1(f)(5)(i), (ii) and (iii). 


23. Net Capital — Enter Net Capital as of the end of the re- 
porting period computed pursuant to Rule 15c3-1 or Rule 
15c3-1(f) for the alternative. 


24. Ratio and Excess Net Capital — 

a) Record the ratio of aggregate indebtedness to net 
capital, if applicable. 

b) Complete item 1. or 2. below by entering the amount 
of net capital in excess of: 

1. The greater of 6-2/3 percent of aggregate indebted- 
ness, i.e., 1500 percent, or minimum net capital require- 
ment; or, 

2. The greater of $100,000 or 4 percent of aggregate 
debit items computed in accordance with the Reserve 
Formula under Rule 15c3-3. 

c) Complete item 1. or 2. below by entering the amount 
of net capital in excess of: 

1. The greater of 10 percent of aggregate indebtedness, 
i.e., 1000 percent, or 120 percent of minimum net capital 
requirement; or, 

2. The greater of $120,000 or 7 percent of aggregate 
debit items computed in accordance with the Reserve 
Formula under Rule 15c3-3. 


25. Charges to Capital — 

a) Record operational charges specified by Rule 15c3-1 
for the following: aged fails to deliver, under-margined ac- 
counts, securities differences, money difference and sus- 
pense accounts, dividends and interest receivable, free ship- 
ments and insurance claims. 

b) Include those items above which do not yet meet the 
criteria at a date subsequent. These include short security 
differences, money difference accounts, open transactions 
over a time specified, unconfirmed transactions in reorgan- 
ization accounts over 60 days old, unresolved bank ac- 
count reconciliation items over 30 days old, unconfirmed 
transfers, and security suspense accounts. 

c) The amount included herein shall include, but not be 
limited to all obligations to repay, in whole or in part, with- 


in the six months subsequent to the reporting date, any Pay- 


ment Obligation as defined in Appendix (d) to Rule 15c3-1. 


Also to be included are those items defined in the instruc- 
tions to the schedule of capital withdrawals in Part II or 
Part I1A of the FOCUS Report. 


26. Securities Concentrations — 

a) Report the aggregate market value of all securities 
positions which are subject to undue concentration hair- 
cuts as specified in subparagraphs (c)(2)(vi)(M) or (f) (iii) 
of Rule 15c3-1. 

b) Report the aggregate market value of specific securi- 
ties other than exempted securities, which exceed 15 per- 
cent of the value of all securities which collateralize all 
margin receivables pursuant to Note B. (1) to Exhibit A 
of Rule 15c3-3. 
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FORM X-17A-5, Part 11 (FOCUS Report) 
GENERAL INSTRUCTIONS 


This FOCUS Report (Form X-17A-5) constitutes the basic 
financial and operational report required of those brokers 
or dealers subject to any minimum net capital requirement 
set forth in Rule 15c3-1. The instructions issued from time 
to time must be used in preparing this report and are con- 
sidered an integral part of this report. 


The report shall be filed with the regulatory organization 
designated as the Examining Authority for the broker or 
dealer. 


The name of the broker or dealer and date of report shall 
be repeated on each sheet of the report submitted. If no re- 
sponse is made to an item or subdivision thereof it shall 
constitute a representation that the broker or dealer has 
nothing to report. 


The designated Examining Authority may at any time or 
from time to time in the case of a particular broker or deal- 
er, subject to applicable rules or regulations, prescribe more 
frequent filing requirements than those prescribed herein. 


Foreign currency may be expressed in terms of United 
States dollars at the current rate of exchange and where car- 
ried in conjunction with the United States dollar balances 
for the same customer may be consolidated with such 
United States dollar balances and the gross or net position 
reported in its proper classification, provided the foreign 
currency is not subject to any restriction as to conversion. 
If the foreign currency position so treated is substantial, 
some indication of its size shall be given. 


Aggregate Indebtedness and Net Capital are defined terms, 
which must be referred to in the applicable capital require- 
ments rule. Accompanying the FOCUS Report are instruc- 
tions relating to specific items which must be followed. Any 
deviations from these specific instructions must be clearly 
explained in footnotes to the report. 


If the broker or dealer is a sole proprietor, all securities 
owned and all accounts carried for it by other brokers, 

dealers, or others which contain money balances and/or 
securities shall be reported, as appropriate. 


“Exempted Securities” are those securities defined as such 
under the provisions of Section 3(a)(12) of the Securities 
Exchange Act of 1934 other than securities designated for 
exemption by action of the Commission. 


The term “contractual commitments” shall include under- 
writing, when-issued, when-distributed and delayed delivery 
contracts, the writing or endorsement of puts and calls and 
combinations thereof, commitments in foreign currencies 
and spot (cash) commodity contracts, but shall not include 
future commodity contracts and uncleared “regular way”’ 
purchases and sales of securities. A series of contracts of 
purchase or sale of the same security conditioned, if at all, 
only upon issuance may be treated as an individual com- 
mitment. 


“Securities which are not readily marketable” shall be so 


designated. The term “securities not readily marketable” 
includes, but is not limited to: (a) securities for which 
there is no “‘ready market’; (b) securities, except ““exempt- 
ed securities”, for which there is no market on a securities 
exchange or no independent publicly quoted market; (c) 
securities which cannot be publicly offered or sold unless 
registration has been effected under the Securities Act of 
1933 (or the conditions of an exemption, such as Regula- 
tion A, under Section 3(b) of such Act have been complied 
with); and (d) securities which cannot be publicly offered 
or sold because of statutory, regulatory or contractual 
arrangement or other restrictions. 


The term “ready market” shall include a recognized estab- 
lished securities market in which there exists independent 
bona-fide offers to buy and sell so that a price reasonably 
related to the last sales price or current bona-fide competi- 
tive bid and offer quotations can be determined for a par- 
ticular security almost instantaneously and where payment 
will be received in settlement of a sale at such price within 
a relatively short time conforming to trade custom. 


A “ready market” shall also be deemed to exist where such 
securities have been accepted as collateral for a loan by a 
bank as defined in Section 3(a)(6) of the Securities Ex- 
change Act of 1934 and where the broker or dealer demon- 
strates to its Examining Authority that such securities 
adequately secure such loans. 


Indebtedness shall be deemed to be adequately collaterized 
or secured when the excess of the market value of the col- 
lateral over the amount of the indebtedness is sufficient to 
make the loan acceptable as a fully secured loan to banks 
regularly making secured loans to brokers or dealers. 


The term “Examining Authority” of a broker or dealer 
shall mean the national securities exchange or national sec- 
urities association of which the broker or dealer is a mem- 
ber or, if the broker or dealer is a member of more than one 
such self-regulatory organization, the organization desig- 
nated by the Commission as the Examining Authority for 
such broker or dealer, or if the broker or dealer is not a 
member of any such self-regulatory organization, the Re- 
gional Office of the Commission where such broker or deal- 
er has its principal place of business. 


The terms “customer” and “‘non-customer” are defined as 
set forth in Rule 15c3-1(c)(6) and (7). 


In order to expedite the preparation of the financial data 
called for in the report, fractions may be dropped from the 
prices in determining any or a// long valuations. (No price 
should be used which is higher than the actual market 
price, i.e., 17-7/8 use 17 but not 18. However, if fractions 
are not used for any or a// short valuations, use the higher 
price, i.e., 17-1/8 use 18 but not 17. Money amounts 
should be expressed in whole dollars. 


Financial statements shall be prepared in conformity with 
generally accepted accounting principles (except where 
otherwise requested) applied on a basis consistent with that 
of the preceding report and shall include, in the basic state- 
ment or accompanying footnotes, all informative disclos- 
ures necessary to make the statement a clear expression of 
the organization’s financial and operational condition. The 
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broker or dealer must report all data after proper accruals 
have been made for income and expense not recorded in 
the books of account and adequate reserves have been pro- 
vided for deficits in customer or broker accounts, unrecord- 
ed liabilities, security differences, dividends and similar 
items. 


Bank overdrafts are not to be netted against balances in un- 
related bank depositories. They shall be included in “Bank 
loans payable - Includable in Formula for Reserve Require- 
ments - A.1. Liabilities”. 


Cash segregated in compliance with federal and other 
regulations 


Include in the above category any cash segregated under the 
Commodity Futures Trading Commission Act, cash segre- 
gated under provisions of Rule 15c3-3 - Special Reserve 
Bank Account for the Exclusive Benefit of Customers and 
any funds segregated pursuant to regulations of any agency 
of the federal government, any state and national securities 
exchange or national securities association. 


See 15c3-1(c)(2)(iv)(E) as to the proper classification of 
funds on deposit in a “segregated trust account” in accord- 
ance with Rule 27d-1 under the Investment Company Act 
of 1940. 


Receivable from brokers or dealers and clearing organiza- 
tions 


The following accounts carried by other brokers or dealers 
shall be included in “Omnibus accounts” in the appropriate 
subsection: 

1. Accounts secured by, or containing collateral. 

2. Receivables for regulated and non-regulated com- 
modities futures accounts liquidating to a deficit on the 
respondent’s books of account. 


Regarding item 2, the amount (receivable) included in the 
“Omnibus account” shall include net ledger balances and 
losses and gains on commodities future contracts. 


Amounts receivable (net) from a clearing organization 
utilizing a continuous net settlement system shall be in- 
cluded in the category — “Clearing organizations” in the 
appropriate subsection. 


Other receivables from brokers or dealers (floor brokerage, 
commissions, etc.) shall be included in the category — 
“Other” and classified as allowable or non-allowable pur- 
suant to 15c3-1(c)(2) (iv) (C). 


Receivables from customers 


See the general instructions for definition of the terms 
“customer” and “non-customer’’. Receivables from those 
indicated as “‘non-customers” shall be shown in their re- 
spective categories in the statement of financial condition. 


All accounts (other than regulated commodity accounts) of 
any one customer may be combined and reported under 
any appropriate classification other than cash accounts. 
Customers’ accounts related by bona-fide wirtten 
guarantees may be combined. 
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Net ledger balances and losses and gains in commodity fu- 
tures accounts tiquidating to a deficit, rather than only 
ledger balances, shall be included in this section. 





The amount reported as an allowableasset represents those 
portions of partly secured amounts which are deemed to be 
fully secured. The remaining portion of the ledger debit on 
the long and/or short securities in partly secured accounts 
are included in the Computation of Net Capital below 
“Haircuts on securities’’. 


Include in the allowable column the debit balance relative 
to secured commodity accounts with spot (cash) commodi- 
ty positions which (a) resulted from a tender made on a 
futures contract within the past 90 days and (b) are evi- 
denced by a warehouse receipt(s) issued by a warehouse 
licensed by a commodity exchange. Include the debit bal- 
ance in the non-allowable column if there is any deviation 
from (a) or (b). | 





Partly secured accounts with spot (cash) commodity posi- 
tions shall be reported in the manner described above for 
partly secured accounts except that haircuts on market 
values shall be included in the Computation of Net Capital 
in the following category — “Additional charge for cus- 
tomers’ and non-customers’ commodity accounts”. 


Receivables from non-customers 


The amount reported as an allowable asset represents those 
portions of partly secured accounts which are deemed to be 
fully secured. The remaining portion of the ledger debit 
balance shall be considered as non-allowable. The haircuts 
on the long and/or short securities in partly secured ac- 
counts are included in the Computation of Net Capital 
below “Haircuts on securities”. 





Securities purchased under agreements to resell 


Report in this section reverse repurchase agreements for 
securities. Report the cost of securities which have been 
purchased as principal under an agreement to resell the } 
securities to the seller. These transactions result in the | 
broker or dealer having a secured receivable from the bor- 
rower of funds from him and the net capital treatment is to 
deduct the deficiency, if any, in the security collateralizing 

the receivable. 


Partly secured accounts with spot (cash) commodity posi- } 
tions shall be reported in the manner described above for 
partly secured accounts except that haircuts on market 

values shall be included in the computation of net capital in 
the following category — “Additional charge for custom- 

ers’ and non-customers’ accounts”. 


Securities and spot commodities owned, at market value 


Security and spot (cash) commodity valuations as well as 
losses and gains in future commodity contracts shall be 
based upon market prices as at the date of the statement of | 
financial condition; fractions and accrued interest with re- 
spect to securities may be omitted except where such pro- 
cedure in the case of short positions would have a material 
effect on Net Capital. 
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For the purpose of this report securities sold as principal 
under a repurchase agreement shall be deemed to be securi- 
ties owned by the broker or dealer and the market value 
shall be included in this section. The proceeds of sale shall 
be included as a credit in the statement of financial condi- 
tion under “‘Securities sold under repurchase agreements”. 


Joint trading and investment accounts in which the report- 
ing broker or dealer has an interest shall be reported as 
follows: 

a) Accounts carried by the reporting broker or dealer — 
for those accounts carried by the reporting broker or dealer 
include its applicable portion of the market value of market- 
able securities and spot commodities, in the appropriate 
item. The reporting broker or dealer's related portion of 
unrealized gain or loss shall be reflected in the appropriate 
statements. The other participant(s)’ interest in the joint ac- 
count shall be treated as a customer’s or non-customer’s 
account as appropriate and included as a receivable from or 
payable to customers or non-customers as applicable. A 
margin deposit by the other participant shall be included 
when determining the other participant(s)’ interest. If the 
other participant(s)’ interest is in deficit, then the same 
treatment given to all partly secured or unsecured customer 
or non-customer accounts as appropriate in the computa- 
tion of Net Capital shall apply. If the other participant(s)’ 
equity is not sufficient to meet margin requirements and no 
exemption has been granted by the designated Examining 
Authority, the amount of the cash margin deficiency shall 
be included as a charge in the determination of Net Capital. 
The other participant(s)’ interest in realized gains and losses 
and miscellaneous income and expense items related to the 
joint account are not to be reflected in the reporting brok- 
er’s or dealer’s profit and loss accounts but should be re- 
flected as due to or due from the other participant(s). 

b) Accounts carried by others — for those accounts car- 
ried by others, the reporting broker or dealer will include 
his portion of the market value of marketable securities and 
spot commodities in the appropriate item. A margin de- 
posit by the reporting broker or dealer is an allowable asset 
in the computation of Net Capital. The reporting broker's 
or dealer’s portion of all realized gains and losses and mis- 
cellaneous income and expense items, related to the joint 
account shall be reflected in the appropriate statement with 
the contra being due to or from the other participant(s). 
The interest of other participant(s) should not be included 
in this report. 

c) Joint foreign and domestic arbitrage accounts in which 
the reporting broker or dealer has an interest — Money bal- 
ances and securities positions carried by the reporting brok- 
er or dealer and by a participant shall be combined and con- 
sidered on a net basis (offsetting positions in the same 
security shall be netted). Adjustments may be made where 
different clearance dates apply to transactions made on the 
same day in the same security. The reporting broker's or 
dealer’s portion of any net debit or credit balance shall be 
considered in determining losses or gains and in marking 
positions to the market. The reporting broker’s or dealer’s 
interest in any long and/or short security positions should 
be at market value. However, consideration should be given 
to setting up an appropriate reserve for any deficit in the 
Participant’s interest. The participant's share of any credit 
balances carried on the respondent's books for these 
accounts is to be included in Aggregate Indebtedness. 


d) If the joint account nets to a credit balance or a free 
credit balance, include in ‘Payable to non-customers - Sec- 
urities accounts” (A.1. Liabilities) the amount of such bal- 
ance multiplied by the participant's percentage of the ac- 
count. Any margin deposits received regarding the above 
would be included in “Payable to brokers or dealers and 
clearing organizations - Other” (A.1. Liabilities). 

e) If the joint account nets to a secured debit balance 
and the participant's percentage times such balance equals 
an amount less than the participant's margin deposit, then 
the difference (amount) between the two shall be included 
in “Payable to brokers or dealers and clearing organizations 
- Other” (A.1. Liabilities) and the remainder of the deposit 
shall be included in “Other” (non-A.1. Liabilities). The par- 
ticipant’s portion of the net debit balance in the joint ac- 
count shall be included in “Receivables from customers or 
non-customers as appropriate”. 


Include in the “Options” category the market value of all 
long listed options. The market value of all short listed op- 
tions shall be included in the liability section in ‘‘Securities 
sold not yet purchased at market value’. Unrealized gains 
and/or losses shall be reflected in the appropriate statement 
since all such positions shall be marked-to-the-market. 


Regarding unlisted options, the following treatment for 
financial statement purposes is to be followed: 

Unlisted call options — regarding such long options in- 
clude unrealized profits where the market value of the un- 
derlying security exceeds the exercise value of the respec- 
tive option. For such short options, include unrealized 
losses where the market value of the underlying security ex- 
ceeds the exercise value of the respective option. 

Unlisted put options — regarding such long options in- 
clude unrealized profits where the market value of the un- 
derlying security is less than the exercise value of the re- 
spective option. For such short options, include unrealized 
losses where the market value of the underlying security is 
less than the exercise value of the respective option. 


Unrealized profits and/or losses included in net worth on 
unlisted options shall be increased or decreased by the 
write-off of any unamortized cost of the long options or 
recognition of any unamortized proceeds from the writing 
or sale of such options. 


See Rule 15c3-1, Appendix A, paragraph (a) for the defini- 
tion of listed and unlisted options. 


Positions in a broker's or dealer’s (trading) error account 
should be marked to the market and the value of the securi- 
ty positions reported in the appropriate item. Positions 
long in suspense or difference accounts without a related 
money balance should not be included herein. Refer to 
Rule 15c3-1(c)(2)(v) as to the treatment of short security 
differences. 


Accrued interest receivable and payable on the broker's or 
dealer’s readily marketable securities in its accounts may be 
added to the market value of the respective securities. The 
interest is subject to the same haircut as the security to 
which it pertains. 


Securities not readily marketable, at estimated fair value 
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See the general instructions and Rule 15c3-1(c)(2)(vi) 
(K-L), (c)(2)(vii) and (c)(11). 


Other investments not readily marketable 


The amount reported as an allowable asset represents that 
portion which would otherwise be considered non-allow- 
able except for the fact that it adequately secures indebted- 
ness. (See Rule 15c3-1(c)(2' (iv) and (c)(1) (viii). 


Secured demand notes - savisfactory subordination 
agreements 


Subordination agreements must conform with the minimum 
requirements of Rule 15c3-1 Appendix D in order that the 
respective amounts may be included in Net Capital (satis- 
factory subordination agreements). See Appendix D, (c)(7) 
regarding subordination agreements in effect prior to adop- 
tion of Rule 15c3-1. Subordinations which are not covered 
by satisfactory subordination agreements will be included 
as non-allowable assets. 


The collateral contained in each secured demand note col- 
lateral account shall relate only to the specific demand note 
that it collateralizes. The excess collateral value in one 
account shall not be applied to the deficiency in another 
account. 


No collateral value shall be given for secured demand note 
collateral which has no ready market. 


Investment in and receivables from affiliates, subsidiaries 
and associated partnerships 


Bona-fide transactions between brokers or dealers and 
guaranteed subsidiaries-unsubordinated amounts due from 
a guaranteed subsidiary, provided that the books and rec- 
ords of the guaranteed subsidiary reflect the same exact 
liability to the parent, shall be allowable assets. This applies 
when there is no consolidation of assets and liabilities for 
Net Capital purposes as stipulated in Rule 15c3-1 Ap- 
pendix C. 


Property, furniture, equipment, leasehold improvements 
and rights under lease agreements, at cost 


Report as allowable amounts of fixed assets and assets 
which cannot readily be converted into cash, equal to any 
indebtedness adequately secured thereby. Such allowability 
is for those assets acquired for use in the ordinary course of 
the trade or business of a broker or dealer. Also report as 
allowable in the amount of the liability, those assets not 
readily convertible into cash wherein such assets are the 
sole recourse of the creditor for the non-payment of the 
related liability. Report as non-allowable any remainder 
and/or assets which do not conform with the above provi- 
sions. See Rule 15c3-1(c)(2)(iv) and (c)(1) (viii). 


Other Assets - Dividends and interest receivable 


The amount reported as an allowable asset represents that 
portion of dividends receivable not outstanding longer than 
30 days from the payable date, and interest receivable not 
outstanding longer than 30 days from the date it arises. 
Dividends receivable and payable are not to be netted; they 
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are to be recorded in separate accounts. 





In addition, in cases where dividends are deciared for the ¢ 
same security but at different intervals (i.e., quarterly : 
dividends), the claims for the different intervals shall not 
be netted. 


/ 

Other Assets - Free Shipments 
Receivables relating to free shipments of securities (other 
than mutual fund redemptions) in excess of $5,000 per ' 
shipment are non-allowable assets. All free shipments, in- , 
cluding mutual fund redemptions, are non-allowable assets ' 
if outstanding more than seven business days. See Rule | 
15c3-1(c) (2) (iv)(B). 


Other Assets - Loans and Advances | 

Report amounts related to employees and customers 
as allowable assets if secured by readily marketable securi- 
ties and meet the margin requirements of the designated 
Examining Authority. Loans and advances to partners, di- 
rectors, officers and subordinated lenders are to be included 
in the appropriate category under “Receivables from non- 
customers”. 





Other Assets - Miscellaneous | 
Insurance claims receivable - report as non-allowable 

asset if (1) after 7 business days from date of discovery not 

covered by opinion of outside counsel that claim is valid 

and covered by insurance policies presently in effect (2) 

after 20 business days from date of discovery claim is not 

acknowledged in writing as due and payable by the insur- (9 

ance carrier, or (3) claim is not paid within 20 business days 

following date of such acknowledgement by the carrier. 

See Rule 15c3-1(c)(2)(iv)(D). 


Mutual fund concessions receivable and management fees 
receivable from registered investment companies - report as 
non-allowable assets if outstanding for more than 30 days 
from the date they arise. See Rule 15c3-1(c)(2)(iv)(C). 


Future income tax benefits arising as a result of unrealized 
losses may be recognized only to the extent such benefits 
do not exceed the amount of income tax liabilities accrued 
on the books and records of the broker or dealer and only 
to the extent such benefits could have been applied to re- 
duce accrued tax liabilities on the date of the capital com- | 
putation had the related unrealized losses been realized on 
that date. Any other benefits of this type recorded on the 
books which do not conform with the above shall be in- 
cluded as a non-allowable asset. See Rule 15c3-1(c)(2)(i)(D). 





Cash Surrender Value of Life Insurance Policies - report as 

an allowable asset if the cash surrender value and face value 

are payable (1) to the estate of a sole proprietor - broker or | 
dealer or (2) to the broker or dealer if a partnership or cor- 
poration. | 


Syndicate profits receivable shall be considered as unsecured 
receivables and therefore included as non-allowable. See 
Rule 15c3-1(c)(2)(iv)(C). 







Funds on deposit in a “Segregated Trust Account” in ac- 
cordance with Rule 27d-1 under the Investment Company 
Act of 1940 shall be considered as non-allowable to the ex- 
tent that the amount on deposit in such Segregated Trust 













Account exceeds the amount of liability reserves estab- 
lished and maintained for refunds of charges required by 
Section 27(d) and 27(f) of The Investment Company Act 
of 1940. See Rule 15c3-1(c)(2)(iv)(E). 


Accrued interest and commissions on customers’ fully mar- 
gined accounts, cash securities accounts and accrued com- 
missions on properly margined commodity accounts are to 
be reported as allowable assets. Accrued interest and com- 
missions on partly secured or unsecured customers’ securi- 
ties accounts and accrued commissions on customers’ com- 
modity accounts which are not properly margined are to 
be reported as non-allowable assets. 


Notes receivable payable on demand secured by readily mar- 
ketable securities and meeting the margin requirements of 
the designated Examining Authority are to be reported as 
allowable assets. Unsecured notes receivable are to be re- 
ported as non-allowable assets. 


Good faith deposits are to be reported as non-allowable 
assets if outstanding longer than 11 business days from the 
settlement of the respective underwriting. See Rule 
15c3-1(c)(2)(iv)(C). 


The following cash deposits and other related type deposits 
in the broker or dealer’s accounts shall be considered as 
allowable: 

a) Guaranty deposits with Commodity Exchange Clear- 
ing Associations. 

b) Contributions to clearing organizations incident to 
membership. 


Rent, airline and utility deposits are to be reported as non- 
allowable assets. 


Settlement balances with clearing associations shall be in- 
cluded as allowable assets. 


Other miscellaneous assets such as deferred organization ex- 
pense, prepaid expenses, deferred charges, goodwill, service 
fee receivable, accrued income receivable, intangible assets 
and postage inventory shall be included as non-allowable. 
Subscriptions receivable for capital stock shall be included 
as a deduction in computing net worth. 


Unsecured advances to municipalities for public improve- 
ments are to be reported as non-allowable assets. 


Bank loans payable: 

Secured by customers’ exempted securities 

In lieu of including the above in aggregate indebtedness, 
the broker or dealer may, at its option, deduct 4 percent of 
the amount of any indebtedness secured by exempted secur- 
ities not carried long in the proprietary or other accounts of 
the broker or dealer or representing exempted securities 
failed to deliver. If such option is taken, the indebtedness 
shall be included in the subsection “‘Includable in Formula 
for Reserve requirements — Non-A.|. Liabilities and the ap- 
propriate charge included in the Computation of Net Cap- 
ital in the category - “Other deductions and/or charges”. 


Secured by marketable securities and spot commodities 
owned or held pursuant to subordination agreements 
Securities and spot commodities collateral which are car- 


ried long and have not been sold by the broker or dealer are 
required in order that the respective indebtedness be in- 
cluded in the subsection “Other — Non-A.|!. Liabilities”. 


Securities sold under repurchase agreements 

For purposes of this report securities sold as principal 
under a repurchase agreement are deemed to be securities 
owned by the respondent and the market value is included 
under “Securities and spot commodities owned, at market 
value”’. The proceeds of sale relating to securities sold un- 
der repurchase agreements are to be reported under this 
section. 


Payable to brokers or dealers and clearing organizations 

The following accounts carried by other brokers or 
dealers shall be included in “Omnibus accounts” in the 
appropriate subsection: 

1. Accounts secured by or containing collateral. 

2. Payables for regulated and non-regulated commodities 
futures accounts liquidating to an equity on the respon- 
dent’s books of account. 


Regarding item 2, the amount (payable) included in the 
“Omnibus account” shall include net ledger balances in 
commodities future contracts. 


Amounts payable (net) to clearing organizations utilizing a 
continuous net settlement system shall be included in the 
category — “Clearing organizations” in the appropriate 
subsection. 


Other payables to brokers or dealers (floor brokerage, com- 
missions, etc.) shall be included in the category ““Other— 
A.|. Liabilities”. 


Regarding failed to receive, refer to Rule 15c3-1(c)(1) (iii) 
and (iv) as to inclusion and exclusion in the determination 
of Aggregate Indebtedness. 


Regarding securities loaned (firm), excluded from Aggre- 
gate Indebtedness the ledger amount relative to securities 
which are carried long by the broker or dealer and which 
have not been sold. See Rule 15c3-1(c)(1)(ii). 


Payables to customers - Commodities accounts 

The following commodity accounts shall be included in 
Aggregate Indebtedness: 

A. Net ledger balances and gains and losses in commodi- 
ty future non-regulated accounts liquidating to an equity. 

B. Free credit balances in customers’ non-regulated com- 
modity accounts. 

C. Credit balances in customers’ accounts with spot 
(cash) commodity positions. 


Regarding items A and B the respective amounts for reg- 
ulated commodity accounts shall be excluded from Aggre- 
gate Indebtedness. Such represent amounts to be segre- 
gatéd pursuant to the Commodity Futures Trading Com- 
mission Act. The following represent funds actually segre- 
gated pursuant to the Act: 

1. Funds in banks segregated under the Act (cash and 
market value of U.S. Government Securities - Firm owned). 

2. Margin deposits with and receivable from commodity 
exchange associations for regulated commodities (cash and 
market value of U.S. Government Securities—Firm owned). 
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3. Receivable from brokers or dealers for customers’ 
regulated commodity future accounts - included in ““Omni- 
bus accounts” under “Receivables from brokers or dealers 
and clearing organizations”. 


If the total of items 1, 2, and 3 above are less than the 
amounts to be segregated, enter such difference as an addi- 
tion to Aggregate Indebtedness. In addition, submit to the 
Examining Authority a statement giving the reason for such 
condition and how it was rectified. 


Accounts of non-customers shall not be included herein but 
appropriately classified in their respective categories in the 
statement of financial condition. 


Payable to non-customers 

See Rule 15c3-1(c)(1), (c)(1)(v) and (c)(1)(xii) to de- 
termine classification of amounts included and excluded 
from Aggregate Indebtedness. 


Accounts payable and accrued liabilities and expenses-Other 
Estimated liabilities shall be established for, but not 
limited to, security dividends receivable, short security dif- 
ferences, unsecured or partly secured short positions, or 
other deficits in customers’ accounts, and “‘aged”’ transfer 
positions. Such liabilities shall be included in aggregate in- 
debtedness. The contra of the liability shall be a charge to 
a profit and loss account. 


Notes and mortgages payable - secured 

See instructions under ‘’Property, furniture, equipment, 
leasehold improvements and rights under lease agreements”. 
Include in - A.1|. Liabilities, in the subsection ““Unsecured”, 
and fixed liabilities which do not conform with the exclu- 
sions stated in the instructions. 


Borrowings not qualified for Net Capital purposes 

Include herein liabilities which are subordinated to the 
claims of creditors but which are not covered by satisfac- 
tory subordination agreements as defined in Appendix D 
of Rule 15c3-1. See Rule 15c3-1(c)(1)(xi) as to which sub- 
ordinated liabilities may be excluded from Aggregate In- 
debtedness. It should be noted that such subordinations by 
customers may be excluded from Aggregate Indebtedness 
only if approved by the Examining Authority for such 
broker or dealer. 


Indicate separately those satisfactory subordination agree- 
ments which are considered as equity capital for purposes of 
debt-equity requirements. Such are reported in the sub- 
ordinated liability section of the statement of financial con- 
dition. See Rule 15c3-1(d) for the various requirements 

for such agreements. 


Special Requirements as to Consolidated Financial State- 
ments and Statements of 50 Percent or Less Owned Per- 
sons and Certain other Persons 

The inclusion or exclusion of subsidiaries in consolidated 
financial statements shall be in accordance with the follow- 
ing requirements: 

(a) Consolidated financial statements of registrant shall 
include the statements of any subsidiary whose obligations 
or liabilities are guaranteed, endorsed, or assumed directly 
or indirectly by registrant. 

(b) Consolidated financial statements of registrant may 
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include the statements of any other subsidiary. 

(c) If the effect of the consolidation provided for in 
Paragraph (a) or (b) above results in the increase of the 
registrant's net capital and/or decrease in the registrant's 
ratio of aggregate indebtedness to net capital or increases 
registrant's net capital and/or decreases the minimum net 
capital requirement called for by the subparagraph (f) (2) 
of Rule 15c3-3, then such benefits shall not be recognized 
unless an opinion of counsel is obtained containing the 
representations as to the availability of the portion of net 
assets related to registrant’s interest prescribed in Rule 
15c3-1, Appendix C, subparagraph (b)(2). 

(d) Subsidiaries which do not meet the requirements of 
paragraph (c) above shall not be consolidated. 

(e) Financial statements of any 50 percent or less owned 
person or other affiliate whose obligations or liabilities are 
not guaranteed, endorsed or assumed directly or indirectly 
by registrant shall be included in a note. 

(f) Opinions of counsel concerning the availability of 
net assets to registrant shall be filed with each annual 
report under Rule 17a-5. 


Registrants shall indicate whether the financial statements 
and schedules are consolidated or unconsolidated by check- 
ing the appropriate box at the top of the Statement of 
Financial Condition. 


COMPUTATION OF NET CAPITAL AND AGGREGATE 
INDEBTEDNESS 


Ownership equity not allowable for Net Capital 

Deduct any capital accounts included as part of owner- 
ship equity on the Statement of Financial Condition which 
are not allowable in the determination of Net Capital. 


Liabilities subordinated to claims of general creditors 
allowable in computation of net capital: 

Appendix D to Rule 15c3-1 sets forth minimum and 
nonexclusive requirements for satisfactory subordination 
agreements. The self-regulatory organization which has 
been designated as the Examining Authority for the broker 
or dealer may require, or the broker or dealer may include, 
such additional provisions as they deem necessary or ap- 
propriate to the extent such provisions are not inconsistent 
with the provisions of Rule 15c3-1. 


Secured demand note collateral accounts: 

Securities contained in collateral note accounts shall be 
considered to have no value unless in bearer form, or reg- 
istered in the name of the broker or dealer or the name of 
its nominee or custodian. 


The collateral contained in each secured demand note col- 
lateral account shall relate only to the specific demand note 
that it collateralizes. The excess collateral value in one ac- 
count shall not be applied to the deficiency in another 
account. 


Two or more demand notes of the same individual should 
not be combined. 


Only cash and securities which are fully paid for and which 
may be publicly offered or sold without registration under 
the Securities Act of 1933, and the offer, sale and transfer 
of which are not otherwise restricted, may be pledged as 
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collateral to secure a secured demand note. 


Other (deductions) or Credits: 

Sole proprietors (individual members) who are not 
associated with a broker or dealer who is a member of a 
national securities exchange shall record here: 

1. The total of any liabilities incurred in the course of 
business which are not reported in the statement of finan- 
cial condition and which would have a material effect on 
net capital. 

2. The excess of liabilities which have not been incurred 
in the course of business as a broker-dealer over assets not 
used in the business. 


Deductions and/or charges: 
Customer commodity accounts - deductions. 


30% of the market value of spot commodities long or short 
in customers’ and non-customers’ accounts liquidating to a 
deficit; provided, that the deduction shall be 10% of the 
market value of the spot commodities to the extent they 
are hedged by future commodity contracts or forward spot 
commodity contracts in the same commodity. 


The total of credit lines granted on open commodity con- 
tracts in “‘trade” accounts with net long positions or in 
“trade” accounts with net short positions, whichever is 
greater, plus any credit lines granted on open commodity 
contracts in ‘““Trade” accounts with no net long or net 
short position. 


This amount is determined by multiplying the number of 
contracts in an account, on which credit has been granted, 
by the amount of credit granted on each such open con- 
tract. From the amount so determined deduct the equity or 
deficit in that account after application of margin calls, 
marks to market, or other required deposits outstanding 5 
business days or less. The deduction, however, cannot 
exceed the amount of credit granted. 


After the amount of credit granted has been determined for 
each account, the amounts are totalled for accounts which 
have net long positions and separately for accounts which 
have net short positions. The amount required by the ac- 
counts with net longs or with net shorts, whichever amount 
is greater, is used. To this amount is added the amount de- 
termined for accounts with no net positions. 


If an account has open positions in only one commodity, 
the number of contracts determines the net position. If it 
has a net long position in one commodity and a net short 
position in a different commodity, the market value de- 
termines the net position. 


The total amount by which the daily limit fluctuation of all 
future commodity contracts carried for a customer's or a 
non-customer’s account or accounts controlled by such per- 
sons exceeds 15% of the debt-equity total of the broker 

or dealer. 


The amount by which the daily limit fluctuations of all 
future commodity contracts carried for a customer’s or a 
non-customer’s account exceeds 15% of the debt-equity 
total of the broker or dealer may be determined by elimin- 
ating from each customer’s and non-customer’s account or 


group of accounts controlled by such persons, purchases of 
a commodity in one contract month and sales of a like 
amount of the same commodity in a different contract 
month provided such contracts were made in the same mar- 
ket. The daily limit fluctuation for futures contracts ef- 
fected in foreign markets is to be considered the same as if 
such contracts had been effected in a domestic market. 


After such eliminations, the remaining number of contracts 
long and short is multiplied by the amount of the daily 
limit fluctuation prescribed by the pertinent commodity 
exchange for each contract in the respective commodity. 


The amount of the charge is the excess of the amount of 
the daily limit fluctuation over 15% of the debt-equity 
total as in the following example: 


Account of John Smith 
Number of Contracts Daily Limit Fluctuation 


Long Short Per Contract Total 

Cocoa 1,000 300 $ 300,000 
Cotton 700 1,000 700,000 
Soybean Oil 500 600 300,000 
Sugar 300 560 168,000 
Wheat 300 500 150,000 

$1,618,000 
15% of $10,000,000 - Debt-Equity Total 1,500,000 
Amount of Charge $ 118,000 


A deduction to provide for the amount required to restore 
the original margin required by the pertinent commodity 
exchange or the clearing house requirement, per contract, 
if the commodity exchange has no original margin require- 
ment, when the original margin has been depleted by 50% 
on all future commodity contracts in each customer’s and 
non-customer’s account. Cash required should be exclusive 
of liquidating deficits and after application of calls for mar- 
gin, marks to market, or other deposits which are outstand- 
ing 5 business days or less. 


A deduction, exclusive of liquidating deficits deducted 
under other provisions of Rule 15c3-1, of cash required to 
provide margin equal to 20% of the market value in each 
customer’s and non-customer’s account in equity, after ap- 
plication of calls for margin, marks to market, or other re- 
quired deposits outstanding 5 business days or less, con- 
taining spot commodity positions, evidenced by warehouse 
receipts, issued by a warehouse licensed by a commodity 
exchange, which are the result of future contracts tendered 
through an exchange within the past 90 days, but not 
hedged by future contracts in the same commodity. 


A deduction of cash required to provide margin equal to 
10% of the market value in each customer's and non-cus- 
tomer’s combined account in equity, after application of 
calls for margin, marks to market, or other required de- 
posits outstanding 5 business days or less, when such ac- 
count contains spot commodity positions, evidenced by 
warehouse receipts issued by a warehouse licensed by a 
commodity exchange, which are the result of future con- 
tracts hedged by future contracts in the same commodity. 


Deduct the debit balance in each customer's or non-cus- 
tomer’s spot (cash) commodity account (i) other than the 
result of a tender made on a futures contract within the 
past 90 days and (ii) not evidenced by warehouse receipts 
issued by a warehouse licensed by a commodity exchange. 
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%% of the market values of the greater of either the total 
long or total short future contracts in each commodity car- 
ried for customers and non-customers’ This may be deter- 
mined by eliminating from each customer's and non-cus- 
tomer’s account those contracts representing spreads or 
straddles in the same commodity and contracts offsetting 
or hedging any “spot” commodity positions. After such 
eliminations, the total market values of the remaining con- 
tracts are determined separately for each commodity. The 
greater of the long value or short value of each commodity 
enters into the computation of %% of the market values 

as in the following example: 


Market Value 
Greater of 
Long Short Long or Short 

Coffee $ 200,000 $ 100,000 $ 200,000 

Cotton 1,500,000 1,000,000 1,500, 
Sugar 300,000 200,000 300,000 
Corn Y 700,000 700,000 
Oats 150,000 150,000 150,000 
Wheat 1,000,000 1,300,000 1,300,000 
$4,150,000 
Amount Required %% of Total 20,750 


Customer maintenance margin deficiencies 

Deduct the amount of cash required in each customer's 
and non-customer’s securities account to meet the main- 
tenance margin requirements of the regulatory or self-reg- 
ulatory authority designated as the Examining Authority for 
the broker or dealer, after application of calls for margin, 
marks to the market, or other required deposits which are 
outstanding 5 business days or less. 


Aged fails to deliver 


Deduct the percentages of the market value of each failed 


to deliver contract which is outstanding 15 business days or 
longer which would be required by application of the de- 
duction required by subparagraph (c)(2)(vi), or, where ap- 
propriate, paragraph (f) of Rule 15c3-1, on the underlying 
security. Provided, that such deduction shall be increased 
by any excess of the contract price of the fail to deliver 
over the market value of the underlying security position 
or reduced by any excess of the market value of the under- 
lying security over the contract value of the fail but not to 
exceed the amount of the deduction. Effective January 1, 
1977 this charge shall be applied to each fail to deliver con- 
tract outstanding 11 business days or longer. 


Aged short security differences 

Deduct the market value of all short securities differ- 
ences unresolved for 7 business days after discovery and the 
market value of any long security differences where such 
securities have been sold by the broker or dealer until they 
are adequately resolved, less any reserves established there- 
for. 


Secured demand note deficiency 

If the value of securities and cash collateralizing a sé- 
cured demand note contributed for purposes of capital un- 
der Rule 15c3-1 after application of the deductions speci- 
fied in subparagraph (c)(2)(vi) of Rule 15c3-1 is less than 
the unpaid principal amount of the secured demand note, 
such deficiency shall be deducted. 


Haircuts — 
Undue concentration - Basic Net Capital Computation 
Under Rule 15c3-1. 
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In the case of money market instruments or securities of a 
single class or series or an issuer, including any option writ- 
ten, endorsed, or held to purchase or sell securities of such 
a single class or series of an issuer (other than “exempted 
securities’), which are long or short in the proprietary, or 
other accounts of a broker or dealer for more than 11 busi- 
ness days, and which have a market value of more than 10% 
of the “net capital’ of a broker or dealer before the ap- 
plication of subparagraph (c)(2)(vi) or Appendix (A) to 
Rule 15c3-1, there shall be an additional deduction from 
net worth equal to 50% of the percent deduction otherwise 
provided by subparagraph (c)(2)(vi) or Appendix (A) to 
Rule 15c3-1 on that portion of the securities position in ex- 
cess of 10% of the “net capital” of the broker or dealer be- 
fore the application of subparagraph (c)(2)(vi) and Ap- 
pendix (A) to Rule 15c3-1. (See subparagraph (c) (2) (vi)(M) 
of Rule 15c3-1 for further provisions). 


Contractual commitments 

Deduct, in the case of a broker or dealer who has open 
contractual commitments (other than option positions 
treated in Appendix A to Rule 15c3-1), the respective de- 
ductions as specified in subdivision (c)(2)(vi) or Appendix 
(B) to Rule 15c3-1 (in the case of a broker or dealer elect- 
ing to operate pursuant to paragraph (f) of Rule 15c3-1, 
the percentage deduction for contractual commitments in 
securities described in subdivision (f)(3)(ii) shall be 30%) 
from the value (which shall be the market value whenever 
there is a market) of each net long and each net short posi- 
tion contemplated by any existing contractual commit- 
ment in the proprietary and other accounts of the broker 
or dealer. (See subparagraph (c)(2)(viii) of Rule 15c3-1 for 
further provisions). 


Firm security and commodity accounts 

Deduct the percentages specified in subdivisions (A) to 
(M) of subparagraph (c)(2)(vi) or the deductions prescribed 
for securities positions set forth in Appendix A to 15c3-1 
or, where appropriate, paragraph (f) of Rule 15c3-1 of the 
market values of all securities, money market instruments, 
or options, in the proprietary and other accounts of the 
broker or dealer. The capital charge (haircut) on future 
commodity contracts is 30% of the market value of all 
“long” and all “short” future contracts other than those 
contracts representing spreads and straddles in the same 
commodity and those contracts offsetting or hedging any 
“spot’’ commodity positions in proprietary or other ac- 
counts of the broker or dealer. 


Straddle or Spread — 

These terms mean the same thing, but in practice the 
grain trade use the term “‘spread”’ whereas other commodi- 
ty interests use the term “straddle”. A spread may be de- 
fined as the purchase of one future against the saie of 
another future of the same commodity or a related com- 
modity in the same or different markets. The Commodity 
Futures Trading Commission Act defines spreading only in 
terms of the same commodity, whereas exchanges define it 
to also include different but related commodities. 


Deduct 30% of the market value of “spot’’ commodities 
long or short in the proprietary and other accounts of the 
broker or dealer to the extent that such positions are not 
hedged by future commodity contracts or forward spot 
commodity contracts in the same commodity. 10% of the 
market value shall be deducted on fully hedged positions. 


Drafts for immediate credit — 

Include in Aggregate Indebtedness the respective amount 
related to securities other than securities which are owned 
by the broker or dealer. If such cannot be determined, in- 
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clude the total amount of credit obtained. 


Market value of securities borrowed for which no equiva- 
lent value is paid or credited — 

Exclude from the above the market value of margin 
securities borrowed from customers in accordance with the 
provisions of Rule 15c3-3 and margin securities borrowed 
from non-customers. 


COMPUTATION OF CAPITAL REQUIREMENTS AND 
NET CAPITAL UNDER THE ALTERNATIVE METHOD 


Capital Requirements — 

Capital requirements under the alternative method are 
the greater of $100,000 or 4 percent of the total debit 
items in the “Formula for Determination of Reserve Re- 
quirement for Brokers and Dealers” as set forth in Exhibit 
Ato Rule 15c3-3. 


It should be noted, however, that brokers or dealers operat- 
ing under the alternative method must make the “Formula 
for Determination of Reserve Requirement for Brokers and 
Dealers” computation on a weekly basis and jn /ieu of the 
1% reduction of total debit balances in customers’ cash and 
margin accounts included in the formula under item 10 
thereof: 

(a) reduce the total debits in the formula by 3% and, 

(b) include in items 7 and 8 of the formula the market 
value of short security count differences over 7 business 
days old and the market value of short securities (not to be 
offset by longs or by debits) in all suspense accounts over 
7 business days. 

(c) exclude from the formula credit balances in accounts 
representing amounts payable for government securities, 
commercial paper, bankers’ acceptances and certificates of 
deposit (as described in Rule 15c3-1(c)(2)(vi)(A) and (£) 
not yet received from the issuer or its agent and any re- 
lated debit items for three business days. 


As to a broker or dealer who has consolidated a subsidiary 
pursuant to Appendix (C) of Rule 15c3-1, such broker's or 
dealer's capital requirements under the alternative method 
are the sum of: 

(a) Such broker's or dealer’s capital requirements under 
Rule 15c3-1(f), and 

(b) The individual capital requirement(s) of the consoli- 
dated subsidiary (ies). Each consolidated broker or dealer 
subsidiary may elect to compute its capital requirement pur- 
suant to Rule 15c3-1(a) or Rule 15c3-1(f). 


It should be further noted that when a broker or dealer (in- 
cluding a broker or dealer included as a consolidated sub- 
sidiary by a parent broker or dealer) elects to compute its 
capital requirements under the provisions of the alternative 
method such election is binding until such time as the Com- 
mission, upon application of the broker or dealer, approves 
a change. 


Net Capital computation — 

The determination of net capital under the alternate 
method follows the same basic rule under Rule 15c3-1 
with the substitution of revised haircut percentages for con- 
vertible debt securities, risk arbitrage positions, other securi- 
ties and the additional charge for undue concentration. 


In the case of convertible debt securities not in default 
where the market value is 100% or more of the face value 
the haircut is: 
(i) 15% of the market values of the long positions, plus 
(ii) 30% of the market value of that portion of the short 
Positions which exceeds 25% of the market value of the 
long positions. 


The above Charge is computed on the aggregate market 
values in the category and not on an item by item basis. 


In the case of convertible debt securities not in default 

where the market value is less than face value the haircuts 

are the same as for non-convertible debt securities in the 

basic net capital computation (see Rule 15c3-1(c)(2)(vi)(F) 

ys meng the securities are rated as required by such sub- 
ivision. 


As regards other securities, as defined in Rule 15c3-1(f)(3) 
(ii), the haircut shall be, 
(i) 15% of the market value of the long positions, plus 
(ii) 30% of the market value of that portion of the short 
position which is in excess of 25% of the market value of 
the long position. 


No deduction need be taken on 

(i) Securities long and short which are convertible or ex- 
changeable, without restriction, within 90 days, or 

(ii) A security which has been called redemption within 
90 days. 


Also, in regard to open contractual commitments on other 
securities the haircut is 30%. 


Positions arising as a result of risk arbitrage transactions, 

as defined at Rule 15c3-1(c)(2)(vi)(1), may at the option of 
the broker/dealer be combined with other securities for the 
purpose of determining the haircut charge, if such treat- 
ment results in a lower charge than that computed for risk 
arbitrage positions under the basic rule. 


Appendix A to Rule 15(c)3-1 contains certain provisions 
for different haircuts on options and related positions when 
using the alternative net capital requirement. 


The additional charge for undue concentration is based 
upon securities (including options) of a single class or series 
of an issuer and is generally equal to 50% of the applicable 
rate on that amount in excess of 10% of net capital before 
haircuts. Such additional charge does not apply to 

1) Exempted securities. 

2) Positions arising from underwritings not held for 
more than 11 business days. 

3) Securities which are convertible or exchangeable, 
without restriction, within 90 days. 


STATEMENT OF INCOME (LOSS) 


Commissions 

Commission earned on non-member and intra-member 
equity, debt and commodity transactions including non- 
inventory principal transactions. Commission earned on in- 
troduced accounts carried by other brokers and on omni- 
bus accounts carried for other brokers should be reported 
net. 


Principal Transactions Including 
Unrealized Gains and Losses 

Report realized and unrealized gains and losses from 
securities and from future and spot commodities in trading 
and investment accounts. 


Underwriting 

Gross profit from underwriting transactions shall be de- 
termined as the difference between the proceeds of securi- 
ties sold and their purchase price adjusted for discounts, 
commissions and allowances received from or given to 
other brokers. Any direct expense which can be associated 
with a specific underwriting may also be considered as a 
cost in determining gross profit or loss. In determining 
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gross profit or loss any unrealized loss on securities unsold 
at the time the underwriting account was closed shall be 
considered as a deduction from the proceeds of securities 
sold. In addition, report all fees earned from private pl> -- 
ments, mergers and acquisitions and any other underv-riting 
activity. 


Interest and Dividends 

Report interest and dividend income earned on firm 
trading and investment accounts. Also report gross interest 
earned on customers’ securities and commodities accounts. 


Income from Sale of Investment Company Shares 

Include income from sale of open-end investment com- 
pany shares as retailer and as an underwriter including sales 
of periodic payment plans of the installment type and face 
amount certificates. Exclude income from sale and under- 
writing of shares of closed-end investment companies. 


Other Income 

Report all other income including sale of investment 
company securities, investment advisory fees, proxy solici- 
tation fees, service charges (including custodial fees), fees 
in connection with option transactions not executed on an 
exchange, fees for solicitation of tenders on exchanges of 
securities, income from sale of insurance policies and all 
other income not specified above. 


Employee Compensation and Benefits 

Report all salaries, commissions, bonuses, profit sharing 
contributions, payroll taxes and benefits paid to or in- 
curred for all employees of the reporting organization. 


Commissions and Floor Brokerage 

Include security and commodity commissions paid to 
others; clearance fees paid to clearing corporations, associa- 
tions and depositories; fees paid to exchanges and floor 
brokerage paid to other brokers. 


Communications 

Include the cost of telephones and leased wires; tickers 
and quotation equipment; postage; stationery, office sup- 
plies and forms. 


Occupancy and Equipment Rental 

Enter the cost of rent, heat, light and maintenance; de- 
preciation and amortization; EDP equipment rental and 
service bureau charges; all other equipment rentals and 
general insurance. 


Interest 

Include interest paid to banks and on customers’ 
accounts; on all other unsubordinated and subordinated 
borrowings. 


Taxes Other Than Income Taxes 
Include real estate taxes, personal property taxes, 
commercial rent and occupancy taxes, etc. 


Other Operating Expenses 

Report costs incurred for advertising, sales literature and 
promotional activities; travel and entertainment; subscrip- 
tions to periodicals, dues and assessments, losses in error 
account and bad debts, professional fees and all other ex- 
Ppenses not specified above. 


Income Taxes 

Include all unincorporated business taxes, franchise 
taxes, state and local income taxes and Federal income 
taxes paid, accrued or refunded. 
Equity in Earnings of Unconsolidated Subsidiaries 
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The amount reported shall be stated net of any 
applicable tax provisions. 


Extraordinary Items 
State in a note the nature and amount of any material 
items and disclose the tax applicable to each. 


Cumulative Effect of Changes in Accounting Principles 
State in a note any material items and disclose the tax 
applicable to each. 


STATEMENT OF CHANGES IN OWNERSHIP EQUITY 
(SOLE PROPRIETORSHIP, PARTNERSHIP OR 
CORPORATION) 


Balance, Beginning and End of Month 
The amounts reported should agree with related State- 
ments of Financial Condition. 


Net Income (Loss) For Period 
Report the amount of net income (loss) for the period 
reported on the Statement of Income (Loss). 


Additions and Deductions 

State separately net income (loss) for the period and 
each addition and each deduction such as sale of capital 
stock, retirement or repurchase of capital stock, dividends, 
partners capital contributed or partners capital withdrawn. 


STATEMENT OF CHANGES IN LIABILITIES SUB- 
ORDINATED TO CLAIMS OF GENERAL CREDITORS 


Balance, Beginning and End of Period 

The amount reported should agree with the sum of sub- 
ordinated liabilities which have been approved for inclu- 
sion in net capital as shown in the statement of financial 
condition at the end of each of the respective periods. 


Additions 

Report the gross amount of increases in secured capital 
demand notes and subordinated loans and accounts which 
have been approved for inclusion in net capital: 


Deductions 

Report the gross amount of decreases in secured capital 
demand notes and subordinated loans and accounts which 
have been approved for inciusion in net capital. 


COMPUTATION FOR DETERMINATION OF RESERVE 
REQU!REMENTS FOR BROKER DEALERS UNDER 
RULE 15c3-3 


Definitions: The definitions given in Rule 15c3-3 and Re- 
lease 34-9922 dated January 2, 1973 shall apply for cus- 
tomer securities, qualified security, bank, free credit bal- 
ance, other credit balance, funds carried for account of 
any customer, and “customer funds”, (Note: Release 34- 
9922 explains conditions under which accounts of part- 
ners, officers or stockholders are to be considered as cus- 
tomer accounts). 


Free Credit Balances and Other Credit Balances in 
Customers’ Security Accounts 

The credit balance used under this item is interpreted to 
include the net balances due to customers in non-regulated 
commodity accounts reduced by any deposits of cash or 
securities with any clearing organization or clearing broker 
in connection with the open contracts in such accounts. 


Also include at this item all outstanding drafts payable to 
customers which have been applied against free credit bal- 
ances or other credit balances as well as checks drawn in 











excess of bank balances per firm’s records. 


Monies payable against customers’ securities loaned... . 
Securities borrowed to effectuate short sales by customers 
and securities borrowed to make delivery on customers’ 
securities failed to deliver...... Failed to deliver of cus- 
tomers’ securities not older than 30 calendar days 
Customers’ securities failed to receive... . 


oeeeeee 


These items are applicable to customer transactions. 


If it is impractical or unduly burdensome to determine 
which fail to receive contracts and fail to deliver contracts 
relate to proprietary accounts versus customer accounts and 
which securities loaned and securities borrowed are for pro- 
prietary accounts or customer accounts, an appropriate 
allocation may be made on a conservative basis to accom- 
plish maximum protection for customers. If an allocation is 
used with regard to the foregoing items, the broker or deal- 
er should be able to demonstrate that the results so obtained 
regarding designations of customer versus proprietary posi- 
tions would be comparable to those which would be ob- 
tained if the respective positions had been developed with- 
out the use of an allocation. If an allocation is necessary to 
determine proprietary versus customer positions, the broker 
or dealer should make and maintain a record of each such 
allocation and preserve it in accordance with Rule 17a-4. 


Debit Balances in Customers’ Cash and Margin Accounts 
Excluding Unsecured Accounts and Accounts Doubtful of 
Collection (See Note B, Exhibit A Rule 15c3-3) 

Debit balances in margin accounts are reduced by the 
amount by which a specific security (other than an ex- 
empted security) which is collateral for margin accounts ex- 
ceeds in aggregate value 15% of the aggregate value of all 
securities which collaterize all margin accounts receivable; 
provided, that the required reduction is not in excess of 
the amount of the debit balance required to be excluded 
because of this concentration rule. A specified security is 
deemed to be collateral for a margin account only to the 
extent it represents in value not more than 140% of the cus- 
tomer debit balance in a margin account. 


Debit balances in customers’ cash and margin accounts in- 
cluded in the formula under this item are to be reduced by 
an amount equal to 1% of their aggregate value. It should 
be noted, however, that brokers or dealers operating under 
the alternative method (Rule 15c3-1(f) ) would reduce 
total debits in the formula by 3% in lieu of the aforemen- 
tioned 1%. See respective rule for other requirements re- 
garding the alternative method. 


The debit balance under this item shall include the debit in 
a related draft receivable when immediate credit has not 
been received on draft shipments of securities purchased by 
customers, provided that the debit in the customer's ac- 
count for the purchase of the securities so drafted has been 
eliminated. 


Failed to Deliver of Customers’ Securities Not Older Than 
30 Calendar Days 

The debit balance under this item shall include the debit 
balance in a related draft receivable when immediate credit 
has not been received on shipments to other brokers with 
draft attached, provided that the debit in the broker's fail 
to deliver account has been eliminated. 


Frequency of Computation 

Computations may be made monthly if the broker’s or 
dealer’s Net Capital ratio is not over 800% and the total of 
free credit and other credit balances carried for the accounts 
of customers does not exceed $1,000,000. A weekly com- 


putation is required for brokers or dealers adopting the 
alternative method under Rule 15c3-1(f). 


FINANCIAL AND OPERATIONAL DATA 


Stock Record Breaks 

Stock record breaks are defined as out-of-balance error 
conditions in the daily recording of security position 
changes or movements where total debit entires (longs) do 
not equal total credit entries (shorts) within a given securi- 
ty position reflected on the daily stock record. 

“Long” differences are the amounts needed to balance 
an excess of short positions over long positions. When re- 
corded in a difference account, such would be recorded 
long on the stock record. 


“Short” differences are the amounts needed to balance 
an excess of long positions over short positions. When re- 
corded in a difference account, such would be recorded 
short on the stock record. 


Tickets 


See Part | of the FOCUS Report for the definition of 
tickets. 


Corrected Customer Confirmations 

As stated include only customer confirmations - exclude 
broker-to-broker comparisons except where the contra- 
broker is considered a customer (Section 220.4(0) of Reg. 
T). In addition include confirms where the incorrect origin- 
al was mailed to the customer and count multiple correc- 
tions on confirms individually. 


Money Differences 

The term “money difference”, shall include all respec- 
tive accounts containing ledger debits or credits represent- 
ing unidentified or unknown items, with no related security 
positions or which contain security positions that cannot be 
promptly related to ledger balances or any amount required 
to balance the general ledger, except for items not 
promptly resolved. 


This category could include, but not be limited to, the 
following: 

a. Unallocated receipts or disbursements. 

— Dividend Balancing Accounts (out-of-balance 
proofs). 

c. Money Balancing Accounts (EDP, Cage, P&S, Account- 
ing and others). Adjustments of General Ledger control 
accounts to agree to subsidiary records. 

d. Unresolved money differences as a result of compari- 
son of detail in bank accounts to bank statements. 

e. Unresolved Money Differences resulting from the 
comparison of detail records to control accounts for cus- 
tomer accounts, fail to receive, fail to deliver, stocks bor- 
rowed, stocks loaned, bank loans, etc. 

f. Any accounts utilized to balance “‘daily work” which 
contain debits or credits requiring resolution. If any such 
accounts exist, the ledger balance resulting from one days 
“out of balance” shall not be netted against another days 
work unless it is related to such “out of balance”. 


For reporting purposes, debit and credit money differ- 
ences shall not be netted. 


Ledger debits shall be considered non-allowable assets in 
the computation of Net Capital and ledger credits shall be 
included in Aggregate Indebtedness. 


Any unresolved differences, as of the date of this report, be- 
tween general ledger control accounts, balancing of blotters, 
etc., shall be included in these accounts. Any debit balance 
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balance for which resolution is considered unlikely shall be 
written off to profit and loss, or an adequate reserve shall 
otherwise be provided. 


Security Suspense Accounts 

The term “security suspense accounts”, shall include all 
transactions in any accounts containing a long or short 
security position with a related ledger balance pending de- 
termination of their ultimate disposition because of doubt- 
ful ownership, collectability, or deliverability, except for 
transactions not promptly resolved. 


Security suspense accounts not promptly resolved should be 
considered security difference accounts where appropriate. 


Security Difference Accounts 

The term “security difference accounts”, shall include 
all transactions in:any accounts containing long and/or 
short security positions, for which no related ledger bal- 
ance exists. 


Commodity Suspense Accounts 

In determining data to be included in the report, the fol- 
lowing schedule may be used. It should be noted that this 
schedule is not all-inclusive and other suspense items should 
be indicated in the report. 


a. Warehouse Receipts on hand: 
1. Date counted and compared to records 
2. Number of unresolved differences 
3. Market value of unresolved differences - 


Long (Short) $ 
b. As to Direct Clearing with Commodity Exchanges: 
1. Latest date which all settlement sheets have 
been reconciled 
2. Number and amount of unresolved reconciling 
money items 
a. Debits No.: $ 
b. Credits No.: 3 
3. Market value of unresolved future contract 
differences after comparison and balancing 
with proprietary and customers’ positions 
a. Long $ 
b. Short $ 
c. As to Clearing Accounts with Commodity Brokers 
1. Date which statements were last received 
2. Date of last reconcilment of accounts 
3. Number and amount of unresolved reconciling 
money items 
a. Debits No.: $ 
b. Credits No.: $ 
4. Market Value of unresolved future contract 
differences after comparison and balancing 
with proprietary and customers’ positions 
a. Long $ 
b. Short $ 
d. Gains and Losses in Future Contracts 
1. Latest date reconciled with Difference 
Accounts 
2. Unresolved Differences 
a. Debits | Se ee 2 
b. Credits as 


Bank accounts reconciliations 
Debit and credit amounts applicable to unresolved 
reconciling items should be shown separately. They should 
not be netted and shown as a single amount. 


Reorganization Accounts 
The term “reorganization accounts” shall include, but 
not be limited to, transactions in the following: 
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. “rights” subscriptions 
. Warrants exercised 

. stock splits 

. redemptions 

. conversions 

. exchangeable securities 
. spin-offs 


e-r7anc® 


Personal capital borrowings 

Enter any borrowings of cash or securities included in 
amounts and valuations reported in the computation of 
net capital as proprietary capital or subordinated debt. 


Maximum haircuts on underwriting commitments 

The above is based on the largest net long and/or short 
Position (contingent and actual) in each security at any 
time during the month, whether or not a net long and/or 
short position exists at the close of business on the last 
day at month end. 


Lease and rentals payable within one year; Aggregate lease 
- rental commitments payable for entire term of the 
lease 

State in a footnote a description of any assets, liabilities 
and accountabilities, actual or contingent, which are not 
reported on the Statement of Financial Condition. Only 
such items which in the aggregate are material in relation 
to net capital need be reported. Contingent liabilities may 
include lawsuits pending against the respondent, accom- 
modation endorsements, rediscounted notes, and guar- 
antees of accounts of others. 
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Amendment of Rule 17a-10 and Related Form X-17A-10 


In response to comments received from members of the 
public and regulatory authorities a number of changes have 
been made in Rule 17a-10 and related Form X-17A-10. In 
the original proposal, brokers and dealers with certain ex- 
ceptions were required to file such reports 45 days after 

the end of the calendar year. In Rule 17a-10, as adopted, 
brokers and dealers will be given 60 days after the end of 
the calendar year in which to file Form X-17A-10 for 
calendar year 1975, in order to allow brokers and dealers to 
become faimilar with the revised form. 


Proposed Form X-17A-10 consisted of two parts. In place 
of a separate introduction to each part of the form, one 
uniform introduction for all parts of the form has been 
developed in order to simplify the form and to enhance 
computerization of the data. The number of parts to the 
form have been expanded from two to three. Part II! of 
Form X-17A-10 is to be filed by insurance companies which 
are registered as brokers and dealers for the purpose of sell- 
ing variable annuities and are exempted from Rule 15c3-1. 
Several items were added to the revenue and expense state- 
ments of Part | and Part Il of Form X-17A-10 in order to 
be consistent with generally accepted accounting principals 
and a number of technical changes were made in order to 
improve the quality of the information collected. 


Rule 17a-10 and related Form X-17A-10 will be amended, 
beginning with calendar year 1975, so as to eliminate cer- 
\tain information no longer considered essential, to con- 
form to the format of the FOCUS Report and to reduce 
the reporting burden on brokers and dealers. For the first 
time, the financial and operational data required for sur- 
veillance purposes and the information required for 
economic analysis will be integrated into a single reporting 
system. Rule 17a-10 will be amended to shorten the time 
period from 120 days to 45 days within which revised 
Form X-17A-10 must be filed. The extension of time after 
the close of the calendar year will be reduced from 150 
days to 105 days. The Commission proposes these changes 
in view of the reduced amount of information required by 
revised Form X-17A-10. In addition, shortening the filing 
period would result in more timely information being pro- 
vided to the Commission. 


Adopted Form X-17A-10 consists of an Introduction and 
three parts with additional schedules, the schedules to be 
filed only by certain large brokers and dealers. The Intro- 
duction will be filed by all brokers and dealers. Part | of 
Form X-17A-10 will be filed by those brokers and dealers 
with annual gross revenue related to the securities business 
of less than $500,000, approximately 83 percent of all 
brokers and dealers. Part I! of Form X-17A-10 will be filed 
by all brokers and dealers with annual gross revenue related 
to the securities business of $500,000 or more. Subsidiary 
schedules requesting additional information will be filed 
only by those brokers and dealers with annual gross revenue 
related to the securities business of ten million dollars or 
more during the calendar year. Part 111 of Form X-17A-10 
will be filed by insurance companies which are registered as 
, brokers and dealers solely for the purpose of selling vari- 
able annuities and which are exempted from Rule 15c3-1. 


This is the first major revision in Form X-17A-10 since the 


form became mandatory for calendar year 1969. The pur- 
pose of Rule 17a-10 and the related form is to provide the 
Commission with comprehensive financial data on a com- 
parable basis for all segments of the broker-dealer industry. 
The Commission is required to carry out broad and com- 
prehensive regulatory responsibilities as mandated by the 
Securities Acts Amendments of 1975. As a result of the 
introduction of competitive commission rates and the de- 
velopment of a national market system, and because of 
significant developments impacting the economics of the 
securities industry, the need for timely and comparable 
data regarding various segments of the industry continues 
to be essential. 


Text of Amended Rule 17a-10 


The text of Rule 17a-10 as adopted is as follows (new 
material in Italics): 

(a) Every broker or dealer registered pursuant to Sec- 
tion 15 of the Act shall, not later than 45 days after the 
close of each calendar year (commencing with the calendar 
year 1975), file a report of his revenue and expenses, and 
related financial and other information for such calendar 
year on Form X-17A-10. Brokers or dealers required to 
complete Part I11 only or Schedules A through D shall file 
Form X-17A-10 not later than 60 days after the close of 
each calendar year. 

(b) No changes recommended. 

(c) No changes recommended. 

(d) In the event any broker or dealer finds that he can- 
not file his report for any year within the time specified in 
paragraph (a) of this rule without undue hardship, he may 
file with the Commission’s principal office in Washington, 
D.C. an application for an extension of time to a specified 
date which shall not be later than 705 days after the close 
of the calendar year for which the report is to be made. The 
application shall state the reasons for the requested exten- 
sion and shall contain an agreement to file the report on or 
before the specified date. 

(e) Notwithstanding the time limits for filing estab- 
lished by paragraph (a) of this rule any broker or dealer 
who is subject to said paragraph (a) of this rule shall file 
a report of his revenue and expenses and related financial 
and other information on Form X-17A-10 for calendar 
year 1975 not later than 60 days after the close of the 
calendar year. 
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FORM X-17A-10 
INFORMATION REQUIRED OF BROKERS 


OR DEALERS PURSUANT TO SECTION 17 OF THE SECURITIES 
EXCHANGE ACT OF 1934 AND RULE 17a-10 THEREUNDER 


Securities And Exchange Commission Washington, D. C. 20549 























EC Use Only 

For the Calendar year 19___ or 
For the period beginning and ending 

MM/DD/YY MM/DD/YY 
Fiscal year ends 

MM/DD/YY 

(Please read instructions before preparing form) 
INTRODUCTION Official Use Only 





Identification No.} 








ficial Use ml 
Respondent is filing (check one) Official Use ~ 


X-17A-10 No. 
Part I[_} part 1[_]| part 11[_] 




















1. Full Name of registrant/broker or dealer: 





2. Address of principal place of business: (Do not use P.O. Box Number) 





(No. and Street) (City) (State) (Zip Code) 
(see instructions) 
3. Name and telephone number of person to contact in regard to this report: 








(Area Code-Telephone number) 


4. Type of report [ Initial Regular | | Finat 


NOTE: Initial Report - An initial report shall be filed when the firm has not 


previously filed a report and the information required by this report 
is not included in the report of another firm. 





Final Report - A final report shall be filed if for any reason the broker 
or dealer will not be required to file future reports pursuant to Rule 


17a-10 and the information required by this report is not included in the 
report of another firm. 


Regular Report - A regular report shall be filed in all other cases 
provided the information required by this report is not included in 
the report of another firm. 

EXECUTION: 


The registrant/broker or dealer submitting 

this Form and its attachments and the person by whom itus Dated the 2b: ore 
executed represent hereby that all information contained therein 

is fue, correct and complete. It 1s understood that all required 

items, statements, and schedules are considered integral parts 

of this Form and that the submission of any amendment repre- 











sents that all unamended tems, statements and schedules ~ (Name of Corporation, Partnership or other organtiatiun’ 
remain truce, comect and complete as previously submitted. 











(Afanual signature of Sole Proprictor, General Partner, 
ATTENTION—Intentional misstatements or omissions of Managing Agent or Principal Uficer) 
facts constitute Federal Crinunal Violations. (See 18 U.S.C. ee , 
1001 and 15 U.S.C. 78ff (a)) < 4 2 ae 
(Title) 
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X-17A-10 





INTRODUCTION 






























































































































































5. Name(s) of broker-dealers consolidated in this report Official Use Only 
NAME: 
NAME: r 
NAME: 
NAME : * 
NAME: 
NAME: 
6. Name(s) of broker-dealer(s) merging with respondent during Official Use Only 
reporting period: ; 
NAME: detent : 
NAME: 
NAME: onan 
NAME: eecemeneeemen monener 
Official Use Onl 
7. Name(s) of broker-dealer affiliate(s), (if applicable): aon 7 y 
NAME: ena. 
NAME: menssomanesinatiaiacinapent 
NAME: )—_——_______. 
8. Name(s) of clearing firm(s) carrying respondent's public Official Use 
: customer accounts on a fully disclosed basis: Only 
NAME: 
NAME: 
NAME 
9. Respondent conducts a securities business exclusively 
with registered broker-dealers: (enter applicable 
code 1=Yes 2=No) 
10. Respondent is registered as a speciaffist on a national 
securities exchange: (enter applicable code 1=Yes 2=No) z 
11. Respondent makes markets in the following securities: ' 
(a) equity securities (enter applicable code 1=Yes 2=No) = 
(b) municipals (enter applicable code 1=Yes 2=No) | 
(c) other debt instruments (enter applicable code 1=Yes 2=No) | | 
12, Respondent is registered as a municipal bond dealer 
(enter applicable code 1=Yes 2=No) | | 
13. Respondent is an insurance company or an affiliate of an [ | 
insurance company (enter applicable code 1=Yes 2=No) 
14. Respondent's total number of public customer accounts 
(carrying firms filing X+17A-10 Part II only) | 
(a) Public customer accounts 
(b) Omnibus accounts | | 
15. Respondent carries its own public customer accounts 
(enter applicable code 1=Yes 2=No) 
16. Respondent clears its public customer and/or proprictary | 


accounts (enter applicable code 1=Yes 2=No) 
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FORM X-17A-10 





INTRODUCTION 
















17. 


Respondent clears its public customer accounts in the 
following manner: (Enter a "1" in appropriate boxes) 


(a) Direct Mail (New York Stock Exchange members only)-- be | 


(b) Self-Clearing ------------------ eee n nen enn ennnern= 
(c) Omnibus -------ce neem nnn n nnn nn nec e nn nn nnn nsennenn- 
(d) Introducing ------------en nnn nnn enn enn nnn nnn nn--- 
(e) Other --------------- nnn nnn enn enn nnn nnn enn n-- 


If “other” please describe 





(f) Mot applicable coc oos coon enn e nee ne en nnoooeesces 





18. 








Type of business organization: (Enter applicable code) 
(a) 1=Sole Proprietorship 2=Partnership 3=Corporation 4=Other 


(b) Respondent changed its type of business organization during 
the reporting period (l=Yes 2=No) 
(c) Date of change 
MM/DD/YY 





19. 















20. 


21. 
22. 


23. 


24. 


25. 
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Respondent maintains membership(s) on national securities 

exchange(s): Enter applicable code 1=Yes 2=No 

(a) Number of full-time employees 

(b) Number of full-time registered representatives employed 
by respondent included in 20a. 

Number of NASDAQ stocks respondent makes market 


Total number of underwriting syndicates respondent was a member 


Number of respondent's public customer transactions: 


i Actual ee Estimate (carrying or clearing firms 
filing X-17A-10 Part II) 


(a) equity securities transactions effected on a 
national securities exchange 


(b) equity securities transactions effected other than on a 
national securities exchange 


(c) commodity, bond, option, and other transactions effected 
on or off a national securities exchange 


Respondent's minimum net capital requirement 


Respondent is a member of the Securities Investor Protection 
Corporation (enter applicable code 1=Yes 2=No) 





FORM X-17A-10 
PART I* 


| | 


REVENUE AND EXPENSE STATEMENT 


A. Revenuc Sources Omit Cents 





1. Comnissions 

a. Cormissions carned on cquity securities transactions 
executed on a national securities cxchange 

b. Commissions earned on option transactions 

ce. Other commission income 

2. Gain (loss) on firm's trading accounts 

3. Gain (loss) on firm's investment accounts 

4. Profit (loss) from management of: and participation in 

underwriting syndicates and sclling groups 

Interest income 

Income from sale of investment company securitics 

a. as underwriter 

b. other than as underwriter (retail transactions) 

7. Fees for account supervision, investment advisory and 

administrative services 

8. Commodity income 

9. Other revenue related to securities business 

10. Revenue from all other sources 

1l. Total revenue 


ee 


B. Expense Items 


LILI ULL 


12. Compensaticn to voting stockholder officcrs and 
partners. (Includes interest payments on General 
and Limited Partners capital) 

13. Commissions paid to other broker-dealers 

14. Regulatory fees and expenses 

15. Interest paid on subordinated borrowings 

16. Other operating expense 

17. Total expenses 

18. Income (loss) before income taxes and items below (11 less 17) 

19. Income taxes 

20. Minority interest in income of consolidated 


=m 


—_— 


LE Lo 





subsidiaries 

) 21. Equity in earnings of non-consolidated subsidiaries 

22. Income (loss) before extraordinary items 
) 23. Extraordinary items 

24. Cumulative effect of changes in accounting principles 

) 25. Net income (loss) $ 

} C. Assets, Liabilities and Capital 
} 26. Total assets $ 


27. Liabilities 
a. Total liabilities (excluding subordinated 


| 


borrowings) $ 
— b. Subordinated borrowings 
xa ¢. Total liabilitics (27a + 27b) $ 


rae * Part 1 of Form X-17A-10 is to be filed by all registrants (other 
eRe than those filing Part I11 of this form) - brokers or dealers with 
| gross revenue related to the securities business of less than 
$500,000 for the calendar year. Gross revenue related to the 

| securities business is defined as revenue item 11 less revenue 
. item 10. 

28. Ownership equity 

a. Sole proprietorship 

b. Partnership 
“HK c. Corporation 
‘ 29. Total liabilities and ownership equity (27c+28a+28b+28c) $ 
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PART LL* 


FORM X-17A-10 








REVENUE AND EXPENSES 














A. Revenue Sources 


1. Comnissions: 


executed on an exchan;;ec 


a. Comaissias cacned on transactions in listed equity securities 


Gmit Cents 
4 / 












executed over-the-counter 


b. Comnission income on transactions in listed equity securities ; 


——_— 









exchanre 


c. Commissions earned on options transactions executed on an 








d. All other corrission income 





yj 








e. Total cortaissions 









a. Realized pain (loss) 1/ 


2. Gain (loss) on firm securities trading accounts: 












































































































Includes realized gain (loss): Via / “Nf, 
i. From market making in over-the-counter equity af ff A 
securities Be 7 + rt4 
4i. From market making as a specialist on a Uy 
a national securities exchange * Yi, 
egal 
fii. From trading in debt securities 4tee 
iv. From market making in options on a national a 4 ee | 
securities exchange Settled oh 4 
v. From all other trading { fo*. j 
= : ; ee es 5c paer ers 
vi. Total realized zgain (loss) j VLE, ; A 
t FREES : 
b. Unrealized gain (loss) ; Ls Yih j, 474 
¢. Total realized and unrealized gain (loss) UY MMYL i tle Ad { 
3. Gain (loss) ou firm securities investment acceunts: CPIM YAM LEA 
Cs Lyf flley, tf’ , 
S/T ie 
. Vip is y a 
a. Realized gain (loss) OLE fet, 
b. Unrealized gain (loss) we iit F 
¢. Total realized and unrealized gain (loss) f a? , “4 | 
4. Profit (loss) from manazgement of and participation in underwriting ff “ Vii, 
syndicates and selling groups: : Ly See A 
“th 
@. Underwriting income from corporate equity securities 17, *f 
b. All other | : Fi, 
7 > 7 
c. Total tf fet : 
. 4 4 ff. ‘7 
5. Interest income: f Sr 4 “L 
a 7 a 4 * £ fi 
‘ af: f fy 2 
a. Margin interest income on customer accounts v 4 F 








b. Other interest income (Interest on 


investmeat accowt) 








¢. Total 









6. Income from sale of investment company 


a. As underwriter 


securities: 











b. Other than as underwriter (retail transactions) 


‘ 
's 

















777 7, 

¢. Total LIAL SLL 

y ¢ P y 27, 2 7 7 

7. Fees for account supervision, investment advisory and 4,14 Jf YL} 
administrative services i hd 





8. Commoditics income 








9. Other revenue related to sccuritics business 


YESS / Lia j 
vif i, 
A 


4 “6 
4.4 alt SFE LF 




















10. Revenue from all other sources 





4 
fens . 
sé 
aa ¥ LA 


WET 
f 


owe oe oe 











ll. =Total revenue 






47 
i 


y* peed *. sf 
LIAS OS | $ 















accuritics 


* Part Il of 
than these filior 
Ross Tevenuer 


Part Til et this 
related te the securtlies 
were for the ealentar year. tioss 
thes business ts equal te item 





less 
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form X-17A-10 {2 to be tiled by 
torm) - 
bus times ot 


reve 


I/ Realized ¢ain (loss) OIC market miking in iisted equity 


brokers or 


all revistrants (other 
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FORM X-17A-10 
PART IL 





REVENUE AND EXPENSES 





B. Expense Items 


12. Compensation to registered representatives $ 














13. Employee compensation and benefits (excludes 
compensation to registered representatives) 





14. Compensation to voting stockholder officers ! 
and partners 2/ i 
} 





15. Commissions paid to other brokers 





16. Floor brokeraze and clearance paid 





17. Corrnunications 





18. Occupancy and equipment rental 





19. Promotional expense 





20. Interest 





21. Interest paid on subordinated borrowings 





22. Regulatory fees and expense 





23. All other operating expense 





24. Total Expense 3/ 





25. Imcome (loss) before income taxes and items below 





26. Income taxes 





27. Minority interest in income of consolidated subsidiaries 





28. Equity in earnings of unconsolidated subidiaries 





29. Income (loss) before extraordinary items 





30. Extraordinary itezs 


Hy 31. Cumulative effect of changes in accounting principles 
| 








32. Net income (loss) $ 





SUMMARY BALANCE SHEET 











A. Assets “i p fy le ‘ 
YF: ‘hd, tty 
1. Cash, clearing funds and other deposits ce tee! $ 
r 7 
) 2. Secured capital demand notes (market value) ° 
3. Receivables from broxer dealers: ‘ f fa 
a. Securities failed to deliver +3 : 





b. Securities borrowed 





c. Other receivables from brokers or 
































} dealers i 
d. Total receivables from brokers or 
} dealers 
4. Receivables fron customers: f 
j a. Debit balances in customers margin af 4 
accounts é 
| b. All other receivables from A 
custoners 4 
} ¢. Total receivables from custorers $2 ffi 
5. Market value of securities and comaodities accounts: ; tii f / ot 
a. Trading accounts ! ‘a f ” 
b. Investrent accounts : “s4f- . 
c. Other $ = 
: d. Total market value of securities and t LLG :. ists | 
| commidities accounts PIU reef -F- 2 § 
) 2/ Interest credited to General and Limited Partners’ 
capital accounts included as an expense in item 14. $ 





3/ Research expense (if 10 percent or more of total 
expenses). $ 
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PART II 


FORM X-17A-10 























Investments in and receivables from 


affiliates, subsidiarics and associated 



















partnerships 
7. Memberships in exchanzes (market value) 
8. Property, furniture, equipment, lease- 
hold improvements and rights under 
lease agreements 
9. Other assets 
10. Total assets 























Liabilities 






















































































(19+20+21+22) 





11. Money borrowed: 
a. Secured by customer collateral 
b. Secured by firm collateral 
c. Unsecured 
d. Total monev borrowed 
12. Payables to brokers or dealers: 
a. Securities loaned 
b. Securities failed to receive 
c. Other payables to brokers or dealers 
d. Total payables to brokers or dealers EZ. 7G 
13. Payables to customers: Wy, 
a. Free credit balances lf 
b. All other payables to customers $ LLY, 
c. Total payables to customers a va 
14. Omnibus accounts (credit balances) Vives ls. * fe 
15. Short positions in securities and eye * bo 73 
commodities accounts LSS 7ifoe0 | 
16. Other liabilities EZ. 
17. Total liabilities excluding SOLE, an 
subordinated borrowings ta 
18. Subordinated borrowinss - See 
19. Total liabilities (17+18) VLE AL ETE 
Mise fe 
C. Ownership Equity Life 7 
ie - ' SA : 
20. Sole proprictorship Vea 
21. Partnership fal.” 
22. Corporation meres ZA 
23. Total liabilities and ownership equity ae _,_ fb! 
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FORM X-17A-10 
Schedule A* 


REALIZED GAIN (LOSS) FROM PRINCIPAL 
TRANSACTIONS IN SECURITIES IN TRADING ACCOUNTS 




















Exchanges OTC 
Security — (Col A) (Col B) 
Omit Cents 
1. Government Securities: 
a. U.S. Government $ $ 
b. State and Local 
1. General Obligation bonds ! | 


2. Revenue Bonds 
c. Other Government Securities 
d. Subtotal (la+lb+lc) 











2. Market Making: 





a. Stocks Listed on an Exchange 
b. All Other Stocks | 
ce. Debt Securities | 


d, Subtotal (2a+2b+2c) 














} 

3. Trading for Respondent's Account (other than | 
trading in firm's investment accounts and j 
trading reported above): 


a. Stocks Listed on an Exchange 





b. All Other Stocks 





c. Options 
d. Block Trading ' 








e. Other Trading 
f. Subtotal (3a+3b+3c+3d+3e) 











4, Realized Gain (Loss) (1d+2d+3£) $ 





5. Total Realized Gain (Loss) (Add Col A and 
Col B of Line 4; total amount is to 
correspond to revenue item 2avi. of $ 


revenue and expense statement) j 
yy 
fo “fp ft 
WI WML. 


















* Schedules A, B, C, and D are to be filed by all broker-dealers with 
annual gross revenues related to the securities business of $10 
million or more. 
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FORM X-17A-10 
Schedule B 


PROFIT OR LOSS FROM MANAGEMENT OF AND PARTICIPATION 
IN UNDERWRITING SYNDICATES AND SELLING GROUPS 





Aggregate Cost 
to the Public 
of Securities 











Sold by Gross Profit 
Respondent or Loss 
CLASSIFICATION OF UNDERWRITINGS (Col. A) (Col. B) 
Omit Cents 
1. Firm commitment underwriting of registered j 
corporate securities: 
| { 
a. Stocks $ $ a I 
b. Debt securities i) 
c. Subtotal (latlb) $ $ ut 





2. Other underwriting of registered corporate 
securities (e.g., best efforts underwriting, | 
direct placements) ! 





3. Unregistered block distributions (as | 
principal or agent) secondaries, exchange | 4 
distributions, special offerings i 








4. Total corporate securities (l1c+2+3) 





5. Government securities: 


a. U.S. Government $ $ 





b. State and local 


— 


1. General obligation bonds 





2. Revenue bonds pel 





ce. Other government securities 





d. Subtotal (5at+5b+5c) 





6. Total (Column A only) 
(Total of lines (4+5d) 





7. Total (Column B only) 
(Total of lines 4+5d; total amount 

is to correspondent to revenue item 4c 

of revenue and expense statement) 
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FORM X-17A-10 
Schedule C 


INCOME FROM OTHER SOURCES 
(Securities Business Only) Omit Cents 


Subscription fees for periodic publications $ 





Fees received from private placements of securities 





not registered under the Securities Act of 1933 


Fees for puts, calls, other option transactions not 
conducted on a national securities exchange 





Proxy solicitation fees 





Service charges (includes custodian fees) 





Dividends from securities in firm investment 
accounts 





Nonrecurring income 





Consulting fees for mergers and acquisitions 
(include finders fees) 





Income from commercial paper operations 





Other revenues related to securities business (see 
instructions) 





Total other revenue related to securities business - 
items 1 thru 10 - (total amount is to correspond to 
item 9 of revenue and expense statement) $ 
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FORM X-17A-10 
Schedule D 


SECURITIES AND COMMUDITIES POSITIONS IN 
INVESTMENT, TRADING, AND OTHER ACCOUNTS 











3 Other 


a. 
b. 


ce. 





1. Trading Accounts: 


Stocks 


Corporate bonds (includes 
convertibles) 


U.S. Government securities 
Other government securities 


Total trading accounts 
(lat+1b+lc+ld) 


Rs Investment Accounts: 


Stocks 


Corporate bonds (includes 
convertibles) 


U.S. Government securities 
Other government securities 


Total investment accounts 
(2at+2b+2c+2d) 


Accounts: 


Commodities 
Joint accounts 


Capital accounts 


Long Short 
Positions Positions 
(Col. A) (Col. B) 

Omit Cents i 
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FORM X-17A-10 
PART III* 


REVENUE STATEMENT 


mi) Omit Cents 
Revenue 


1. Income from investment advisory services for separate 














i accounts funding variable contracts and policies $ 
I 2. Sales and administrative charges deducted from 

| purchase payments for variable contracts and 

| policies 

) 

| 

| 3. Other charges in connection with underwriting, 

administering or redeeming variable contracts 

— and policies 

| 

4. Total revenue (1+2+3) $ i 
) 
Miscellaneous 





5. Total value of respondent's reserve liability 
.T attributable to variable contracts and policies 
i) as of the close of the calendar year $ 





\ Attach a copy of respondent's statement of financial condition 
as of the close of the calendar year and a summary of its 
) operations and surplus funds. 


* Part III of Form X-17A-10 is to be filed only by insurance 
companies which are registered solely for the purpose of 
selling variable annuities and are exempted from Rule 15c3-1. 
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INTRODUCTION 

















































and Expense Statement for Part I. 


letter state abbreviations below: 
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Alabama -AL Montana 
Alaska - AK Nebraska 
Arizona -AZ Nevada 
Arkansas - AR New Hampshire 
California -CA New Jersey 
Canal Zone -CZ New Mexico 
Colorado -Cco New York 
Connecticut -CT North Carolina 
Delaware -DE North Dakota 
District of Columbia -DC Ohio 

Florida -FL Oklahoma 
Georgia -GA Oregon 

Guam -GU Pennsylvania 
Hawaii -HI Puerto Rico 
idaho -ID Rhode Island 
Iinois -IL South Carolina 
Indiana - IN South Dakota 
lowa -IA Tennessee 
Kansas -KS Texas 


NOTE TO RESPONDENTS: Form X-17A-10 is a calendar 
year consolidated report of the registrant and its majority- 
owned subsidiaries which are brokers or dealers. The term 
“majority-owned subsidiary” shall be defined as in Rule 
12b-2 under the Securities and Exchange Act of 1934. 


Form X-17A-10 consists of an Introduction (Firm Identi- 
fication Information) and three parts. The Introduction is 
to be filed by all broker-dealers. Part | of Form X-17A-10 
is to be filed by all broker-dealers with gross revenue re- 
lated to the securities business of less than $500,000 for 
the calendar year. Gross revenue related to the securities 
business is equal to item 11 less item 10 of the Revenue 


Part Il of Form X-17A-10 is to be filed by all broker- 
dealers with annual gross revenues related to securities 
business of $500,000 or more for the calendar year. 
Schedules A, B, C, and D are to be filed by all broker- 
dealers with gross revenues related to the securities busi- 
ness of $10 million or more. Gross revenues related to the 
securities business is equal to item 11 less item 10 of the 
Revenue and Expense Statement for Part II. 


Part III is to be filed only by insurance companies which 
are registered solely for the purpose of selling variable 
annuities and are exempted from Rule 15c3-1. 


1. Firm name refers to the name under which the respon- 
dent is registered as a broker-dealer pursuant to Rule 15b 
of the Securities and Exchange Act of 1934. 


2. Firm address refers to respondent's principal place of 
business or headquarters office if respondent operates 
more than a single office. For the appropriate state code to 
be used as part of respondent's address consult the two- 


TWO-LETTER STATE ABBREVIATIONS 


-MT 
-NE 
-NV 
-NH 
-NJ 
-NM 
-NY 
-NC 
-ND 
-OH 
-OK 
-OR 
-PA 
-PR 
-Ri 
-SC 
-SD 
- TN 
-TX 


Kentucky -KY Utah - UT 
Louisiana -LA Vermont -VT 
Maine -ME Virginia -VA 
Maryland -MD Virgin Islands -Vi 

Massachusetts -MA Washington -WA 
Michigan -Mi West Virginia -WV 
Minnesota -MN Wisconsin -Wi 

Mississippi -MS Wyoming -WY 
Missouri -MO 


6. Report the name(s) of broker-dealers acquired through 
merger, consolidation, asset acquisition, or any other 
means during the course of the reporting period. A sep- 
arate report is to be filed for the acquired firm for the 
period prior to the acquisition. The report of the acquiring 
firm is to include only its information for the period prior 
to the acquisition and the information of the merged or 
consolidated firm for the period subsequent to the ac- 
quisition. 


7. Report the name(s) of broker-dealers with whom re- 
spondent is affiliated. Affiliate is defined in the following 
manner: 


An “affiliate” of, or a person “affiliated” with a specified 
person, is a person that directly, or indirectly through one 
or more intermediaries, controls, or is controlled by, or is 
under common control with, the person specified. 





) 


70. The term “‘national securities exchange” or exchanges , 
° . ? \ 
shall mean any exchange registered under section 6 of the | 


Securities Exchange Act of 1934. 


771. ‘Equity security” shall mean any stock or similar 
security; or any security convertible, with or without con- 
sideration, into such a security, or carrying any warrant or 
right to subscribe to or purchase such a security. 


14a & 14b. These items are to be completed by only carry- 
ing firms required to file X-17A-10 Part Il. Report total 
number of public customer accounts, regardless of the 
method by which those accounts are cleared. 


The term “public customer” shall mean any person from 
whom or on whose behalf a broker or dealer has received or 
acquired or holds funds or securities for the account of 
such person, but shall not include a broker or dealer, or a 
general, special or limited partner or director or officer of 
the broker or dealer, or any person to the extent that such 


person has a claim for property or funds which by contract, | 


agreement or understanding, or by operation of law, is 
part of the capital of the broker or dealer or is subordin- 
ated to the claims of creditors of the broker or dealer. 
Omnibus accounts carried for other brokers or dealers shall 
not be included in the count of public customer accounts 
(caption 14a) but shall be included under caption 14b. 


Only active public customer accounts will be included in 
the public customer account total. For an account to be 
considered “‘active,” it must have a non-zero cash or secuti- 
ties balance at the end of the reporting period or have had 


| 


ed or | 
} 


ra 
- of 
uch 


tract, \ 


shall 


some action (purchase or sale of security, dividend credit, 

/ etc.) during the reporting period. Omnibus accounts car- 
ried for other brokers at the end of the reporting period 
are to be included in omnibus account total. 


17. Indicate with “1” the methods by which respondent 
clears its public customer accounts. If respondent has no 
public customers, as defined in 74a and 146 above, re- 
spondent is to place a ‘’1”’ in the “not applicable” box. If 
respondent principally clears its public customer transac- 
tions through other than a broker-dealer place an “1” in 
the “other” box. 


18. \f during the reporting period respondent changes its 
form of business organization (e.g., sole proprietorship to 
partnership, partnership to corporation), respondent will 
file a report stated as if organization had been in existence 
for the entire period. Adjustments shall be made to ap- 
propriate captions such as provision for Federal income 
taxes to conform the entire period to that of the new 
entity. 


19. Exchange membership is to include associate and 
limited memberships as well as regular memberships. See 
item 10 description for definition of ‘““exchange’’. 


20a & 20b. Report only full time (full time is defined as 
anyone who works 40 hours or more per week for re- 
spondent) personnel employed by respondent as of the 

last business day of the year. A full time registered repre- 
sentative is any person who works a minimum of 30 hours 
per week and spends at a minimum, 50 percent of his 

time engaged in effecting transactions with public cus- 
tomers on behalf of the respondent. The number of em- 
ployees and registered representative is “‘as of’’ the last busi- 
ness day of the year. 


23a & 23b. These items are to be completed by only carry- 
ing or clearing firms required to file X-17A-10 Part II. 
Report the total number of public customer transactions 
executed on a national securities exchange. If basis of 
count is an actual count place an “1” in “‘actual’’ box. If 
Statistical method is used place an “1” in “‘estimate”’ box. 


A transaction is defined as an executed trade which results 
in a customer trade confirmation. Therefore, the count of 
transactions should be taken from the customer side and 
should not include confirmation corrections. For count 
purposes, several executions at the same price which result 
in one confirmation should be counted as one transaction. 


In the case where a firm uses a statement-type confirma- 
tion, each item or “line’’ should be considered as a con- 
firmation for purposes of counting transactions. For those 
exchange transactions in which the respondent acts as 
principal, both street and customer sides are counted as 


»,' SeParate transactions. For non-inventory principal transac- 


tions in an over-the-counter security, both the purchase for 
inventory and the sale to the customer shall be counted as 


separate transactions. Commodity, bond, option, and 
other transactions are to be reported in 23c. 


For investment company securities transactions in which 
cash or securities are handled by respondent (exclude 
transactions by others such as voluntary or periodic pay- 
ment plans), a count of trade confirmations should be 

used to obtain the transaction count. The street and cus- 
tomer side are counted as one transaction. For underwrit- 
ing transactions the takedown should be counted as one 
transaction and the ultimate sale to customers should be 
counted based on customers’ confirmations (e.g., an under- 
writing of 2,000 shares is ultimately sold to five customers— 
takedown of 2,000 shares counts as one trade and the sale 
to five customers counts as five trades). For commodity 
transactions purchase or sale of contracts are to be counted 
as One transaction and each subsequent closeout is to be 
counted as one transaction [e.g., five contracts of a com- 
modity purchased in one trade (same price and on the 
same day) is one transaction, subsequent sale as five 
separate contracts (different day or price for each) is five 
additional transactions] . Do not include clearing house 
side in count. 


Fo; option transactions the purchase of an option contract 
represents a transaction. 


For commercial paper transactions both the purchase and 
sale should be counted as separate transactions. Count may 
be taken from confirmation or acknowledgment tickets. 
Items which are not strictly principal trades such as private 
placement sales should be included. Repurchase agreement 
sales and returns should also be included in count. 
Corrections shall be excluded from the transaction count. 
However, an error transaction, that is a transaction where 
the wrong security was purchased and the correct security 
must later be purchased, is not considered a correction. For 
error transactions, the original transaction and the buy and 
sell from the error account are to be counted as separate 
transactions. 


Firms carrying public customer accounts for other-broker- 
dealers on a fully disclosed basis are to include transactions 
from those accounts in their number count. Firms introduc- 
ing accounts on a fully disclosed basis will report “zero” 
for these items. 


Although an actual count of transactions is preferred, an 
estimated count may be generated using the following 
methodology: 


1. Select the specific days for which transactions will be 
counted by 


(a) Randomly selecting one of the first 15 working days in 
the year as the starting date, 


(b) Selecting each 8th working date thereafter throughout 
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the entire year, 


(c) Listing these dates in chronological order. This should 
result in a list of exactly 30 dates. (If more than this num- 
ber have been selected, randomly discard dates throughout 
the year until only 30 remain.) 


2. Count and record the transactions for each of the above 
30 dates in each of the categories requested. 


3. Estimate the annual number of transactions in each 
category by multiplying the aggregate of the 30 dates test 
count in each category by 8.3333 to annualize the trans- 
action count. 


24. Respondent is to report its dollar minimum net capital 
required pursuant to Rule 15c3-1 as amended:as of the end 
of reporting period. If respondent utilizes the alternative 
method of net capital computation, report the greater of 
$100,000 or 4% of the total debit items computed in 
accordance with the Formula for Determination of Reserve 
Requirement for Brokers and Dealers as set forth in Ex- 
hibit A to Rule 15c3-1, 17CF R240.15c3-3a. 


PART | 
Revenue Sources 


1. Report commissions earned on non-member and intra- 
member equity and debt transactions inciuding non-in- 
ventory principal (riskless simultaneous) transactions. 
Commissions earned on introduced accounts carried by 
other brokers and on omnibus accounts carried for other 
brokers should be reported net. Commissions earned on 
listed option transactions executed on an exchange or over- 
the-counter are to be reported at revenue item 1b. Pre- 
mium revenues earned on option transactions are to be 
reported as other income related to the securities business. 
Commissions earned on commodity transactions shall be 
reported at item 8. 


Commissions earned from sales of variable annuities, 
placement of savings and loan accounts, sales of fractional 
interests in oil, gas or other mineral rights, and participa- 
tions in real estate syndicates shall be included at revenue 
item 1c. 


2 Report realized and unrealized gain (loss) on firm’s trad- 
ing accounts. Dividends and interest income on securities 
in trading accounts shall be treated as an adjustment to 
gain (loss). Floor brokerage and clearance paid to broker- 
dealers on trading account transactions shall not be treated 
as an adjustment to gain (loss), but shall be reported at 
item 16, “other operating expense.” Transfer taxes paid on 
trading account transactions shall be treated as an adjust- 
ment to gain (loss). Interest expense incurred to carry trad- 
ing positions shall not be treated as an adjustment to gain 
(loss), but shall be reported as “‘other operating expense,” 
item 16. 
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3. Report realized and unrealized gain (loss) on firm’s in- 
vestment accounts. Dividends on securities in investment 
accounts shall not be treated as an adjustment to gain 
(loss), but shall be reported as ‘other revenue related to 
the securities business,”’ item 9. Floor brokerage and clear. 
ance paid on investment account transactions shall not be 
treated as an adjustment to gain (loss), but shall be reported 
at item 16 “other operating expense.”” Transfer taxes paid 
on investment account transactions shall be treated as an 
adjustment to gain (loss). Interest expense incurred to 
carry investment account positions shall not be treated as 
adjustment to gain (loss), but shall be reported as “other 
operating expense,” item 16. 





; 


Amounts reported shall not be adjusted by any allocation 
of Federal income taxes. 


4. Report the gross profit (loss) from management of and 
participation in underwriting syndicates and selling groups. 
Gross profit (loss) shall be determined as the difference 
between the proceeds of securities sold and their purchase | 
price adjusted for discounts, commissions and allowances 
received from or given to other brokers. Any direct ex- } 
pense which can be associated with a specific underwriting | 
may also be considered as a cost in determining gross profit 
(loss). In determining gross profit (loss), any unrealized loss } 
on securities unsold at the time the underwriting account 
was closed shall be considered as a deduction from the J 
proceeds of securities sold. { 


Employee compensation and employment costs of persons 
working in an “underwriting department’ and other re- 
lated expenses of such department shall be treated as in- 
direct expenses and not deducted in determining gross 
profit (loss). 


5. Report margin interest income earned on customer 
accounts. All other interest income is to be reported at 


) 
) 
Item 9. | 


6. Report the total income derived from sale of investment 
company securities as a retailer and as an underwriter. \ 
Report the net amount of sales load or commission earned 
by respondent on the sale of shares of closed-end invest- | 
ment companies and profit or loss from participation in 
underwriting of shares of such companies in the appropri- 
ate captions ‘‘other commission income,” item 1c, or 
“Profit (loss) from management of and participation in | 
underwriting syndicates and selling groups,” item 4. 


Include in these items the net amount of sales load or com- 
mission earned on periodic payment plans of the install- 


ment type and face amount certificates. } 


7. Report fees for services to individual and corporate ' 
customers. The amount to be included as administrative 
services, however, shal! be limited to fees charged to invest+, 
ment companies and periodic payment plans other than 

for investment advisory services. 
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5 in- 8 Report income from commissions, fees, and principal 


vent rading in commodities. The term “commodities” includes 
' future commodity contracts and spot (cash) commodity 
to | contracts. 

Clear- 


nt be } 9, Other income related to the securities business includes 
Ported | among other things service charges, proxy solicitation fees, 
Paid | wuhscription fees for periodic publications, fees received 


an from private placements of securities not registered under 
| the Securities Act of 1933, fees for puts, calls, other option 
das transactions not conducted on a national securities ex- 
her | change, and dividends from securities in firm investment 
} account. 
tion | 19, Report all revenues received not related to the respon- 


} dent’s securities business. 


and | PARTI 

Dups. 

e Expense Items 

Nase | 

ces 12 Report total salaries and employee benefits for voting 


e stockholder officers and General Partners (as agreed to in 
tung | partnership agreement). Include interest paid on General 
rofit | and Limited Partner's capital. 


int 13. Report al! commissions paid to other brokers or dealers 
for transactions executed on or off a national securities 
‘Pes exchange. Report payouts on transactions in introduced 
“accounts carried for other brokers on a fully disclosed 
jONs basis. Additionally, report commissions paid to other 
: ) brokers or dealers on transactions in omnibus accounts 
J carried for respondent by other brokers. 


, Include payouts to other broker-dealers on commodity 
transactions. Fees paid exch2nges on commissions are to 
) be excluded from this time and reported in item 16, 
“other operating expense.”” Floor brokerage and clearance 
| paid to other brokers or dealers on agency, non-inventory 
principal, and principal transactions is to be reported in 
ent this item. 
‘ 


ed 14, Report all fees paid to regulatory bodies in order to 
- conduct a securities business. Examples of such fees are 
payments for registration of registered representatives, 

i- SECO fees, NASD dues, and exchange membership dues. 
Additionally, report all direct expenditures to meet report- 

| ing requirements imposed by regulatory bodies such as 

legal and audit fees required by Rule 17a-5, Securities and 

Exchange Act of 1934, and service bureau charges required 
to complete various surveys which are not part of the re- 

spondent’s internal management report systems. SIPC 

} assessments are not to be reported in this item but shall be 
included in item 16. Fees paid exchanges on commissions 

are to be excluded from this item and reported in item 16. 


oh K '5. Report total interest paid on subordinated borrowings. 
bordinated borrowings include: subordinated loan agree- 
ments and secured demand notes. 


16. Report all other operating expenses not reported as 
expenses in items 12 thru 15. 


21. The amount reported shall be stated net of any applic- 
able tax provision. 


23 & 24. State, in a note, the nature and amount of any 
material items and disclose the tax applicable to each. 


PART | 
Assets, Liabilities, and Capital 


26. Report the value of total assets at the end of the report- 
ing period. (Securities positions and exchange memberships 
are to be included in the asset total at market value. 


27. Report total liabilities at the end of the reporting 
period. Report subordinated borrowings separately at sub- 
caption 27b. Subordinated borrowings include: sub- 
ordinated loan agreement and secured demand notes. 


PART Il 
Revenue Sources 


7. Report commissions earned on non-member and intra- 
member equity and debt transactions including non- 
inventory principal (riskless simultaneous) transactions. 
Commissions earned on introduced accounts carried by 
other brokers and on omnibus accounts carried for other 
brokers should be reported net. Commissions earned on 
listed option transactions executed on a national securities 
exchange are to be reported at item 1c. Commissions 
earned on over-the-counter option transactions are to be 
reported at item 1d. Premium revenues earned on option 
transactions are to be reported as “other revenue related to 
securities business,” item 9. 


Commissions earned from sales of variable annuities, place- 
ment of savings and loan accounts, sales of fractional 
interests in oil, gas, or other mineral rights, and participa- 
tions in real estate syndicates shall be included at revenue 
item 1d. 


2 Report, as separate items, realized and unrealized gain 
(loss) on securities held for sale in the ordinary course of 
business and not identified as held for investment in ac- 
cordance with Internal Revenue Code applicable to dealers 
in securities. Dividends and interest income on securities in 
trading accounts shall be treated as an adjustment to gain 
(loss). Amounts reported shall not be reduced by any 
allocation of Federal income taxes. Floor brokerage, and 
clearance paid to others on trading account transactions 
shall not be treated as an adjustment to gain (loss). Interest 
expense incurred to carry trading accounts is not to be in- 
cluded as an adjustment but shall be reported in item 20, 
“Interest.” 


SEC DOCKET/879 















Realized gain (loss) from market-making activities in listed 
stocks is to be reported in footnote one in the blank pro- 
vided. 


Realized gain (loss) from specialist activities in listed stocks 
on a national securities exchange is to be reported at 
caption 2aii. 


3. Report, as separate items, realized and unrealized gain 
(loss) on securities identified as held for investment in 
accordance with Internal Revenue Code applicable to 
dealers in securities. Dividends and interest income shall 
not be treated as adjustments to gain or loss but rather shall 
be reported as “other income related to the securities 
business,”’ item 9, and as “interest income” earned in item 
5b. Floor brokerage and clearance paid to others on invest- 
ment accounts shall not be treated as an adjustment to gain 
(loss). Interest expense incurred to carry investment posi- 
tions is not to be included as an adjustment but shall be 
reported in item 20, “Interest.” Amounts reported shall not 
be adjusted by any allocation of Federal income taxes. 


4. Report the gross profit (loss) from management of and 
Participation in underwriting syndicates and selling groups. 
Gross profit (loss) shall be determined as the difference 
between the proceeds of securities sold and their purchase 
price adjusted for discounts, commissions and allowances 
received from or given to other brokers. Any direct ex- 
pense which can be associated with a specific underwriting 
may also be considered as a cost in determining gross profit 
(loss). In determining gross profit (loss), any unrealized 
loss on securities unsold at the time the underwriting 
account was closed shall be considered as a deduction from 
the proceeds of securities sold. 


Employee compensation and employment costs of persons 
working in an “underwriting department” and other re- 
lated expenses of such department shall be treated as in- 
direct expenses and not deducted in determining gross 
profit (loss). 


In subcaption 4a, report the profit (loss) from management 
of and participation in underwriting syndicates and selling 
groups where the security underwritten is a corporate 
equity security. (“Equity security” is defined in Introduc- 
tion item 11.) 


5. Other interest income received includes such items as 
interest income on commercial paper, interest income on 
firm investment accounts and other than margin interest. 


6. Report the total income derived from sale of investment 
company securities as a retailer and as an underwriter. 
Report the net amount of sales load or commission earned 
by respondent on the sale of open-end investment company 
securities. Commissions earned on sale of shares of closed- 
end investment companies and profit or loss from partic- 
ipation in underwriting of shares of such companies shall 

be included in “other commission income,” item 1d, or 
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“Profit (loss) from management of and participation in 
underwriting syndicates and selling groups,” item 4b. 











Include in this item net amount of sales load or commis- 
sion earned on periodic payment plans of the installment 
type and face amount certificates. 






7. Report fees for services to individual and corporate cus. | 
tomers. The amount to be included as administrative serv- 
ice, however, shall be limited to fees charged to investment | 
companies and periodic payment plans other than for 
investment advisory services. 

/ 
&. Report income from commissions, fees, and principal | 
trading in commodities. The term ‘‘commodities” includes | 
future commodity contracts and spot (cash) commodity | 
contracts. 


9. Other income related to the securities business includes 
among other things service charges, proxy solicitation fees, 
subscription fees for periodic publications, fees received | 
from private placements of securities not registered under 
the Securities Act of 1933, fees for puts, calls, other option | 
transactions not conducted on a national securities ex- } 
change, and dividends from securities in firm investment 
account. 


70. Report all revenue received not related to respondent's I 
securities business. y 


) 


PART II 
Expense Items 


72. Report total compensation to registered representatives 
Compensation and costs to be reported for such persons } 
shall include amounts determined by salary, commission or \ 
other basis. A registered representative is defined as an 
individual that spends 50 percent of his or her time en- 
gaged in effecting transactions with public customers on 
behalf of the respondent. 

‘ 
73. Report all salaries, commissions, bonuses, profit sharing [ 
contributions, payroll taxes and benefits paid to or in- 
curred for all employees excpet registered representatives, 
Partners, and voting stockholder officers. 


14. Report the total salaries and employee benefits for 
voting stockholder officers and General Partners (as 
agreed to in the partnership agreement). State separately, | 
in footnote two, interest on General and Limited Partners’ 
Capital. 


75. Report all commissions paid to other brokers or dealers 
for transactions executed on or off a national securities ex- 
change. Include payouts to other broker-dealers on com- 

modity transactions. Fees paid exchanges on commission, §s 
are to be excluded from this item and reported in item 23; 
“other operating expense.” 
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16. Include, clearance fees paid to clearing corporations; 
/associations and depositories; floor brokerage and clearance 


” paid to other brokers or dealers on agency non-inventory, 


and principal business is to be included in this item. 


17. Include the cost of telephones and leased wires; post- 
age, stationery; office supplies and forms. 


18, Report the cost of rent, heat, light and maintenance; 
depreciation and amortization; EDP equipment rental and 
service bureau charges (except those included in item 22); 
all other equipment rental and general insurance. 


19, Report general advertising and promotional expenses. 
Include payments to ali media to promote the respondent 
and its services to the general public. Additionally, report 
expenditures to make the public aware of various invest- 
ment vehicles and plans which do not specifically address 
an individual firm, fund, or enterprise. 


20. Include all interest payments other than those made on 
subordinated borrowings. 


21. Report total interest paid on subordinated borrowings. 
Subordinated borrowings include: subordinated loan 
agreements and secured demand notes. 


22. Report all fees paid to regulatory bodies in order to 


Vpayments for registration of registered representatives, 


4 \,conduct a securities business. Examples of such fees are 


) 


\tatives 
ons 
SiON oF \ 
in 

n- 

; on 


sharing 
1- ' 


tives, 
or 
tely, 


tners’ 


lealers 
eS eX- 
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SECO fees, NASD dues, and exchange membership dues. 
Additionally, report all direct expenditures to meet report- 
ing requirements imposed by regulatory bodies such as 
legal and audit fees for annual audit required by Rule 

17a-5 of Securities and Exchange Act of 1934 and service 
bureau charges required to complete various surveys which 
are not part of the respondent’s management report sys- 
tem. Exclude SIPC assessment from this item. SIPC assess- 
ments are to be included in item 23, “‘all other operating 
expense.”” Fees paid exchanges on commission revenues 
are to be excluded from this item. Fees paid exchanges on 
commissions shall be reported at item 23. 


23. Report all expenses incurred by respondent not other 
wise stated above. 


24. Report as total expenses the sum of the individual ex- 
pense items 12 thru 23. If research expense (research ex- 
pense includes expenditures for all research activities 
wherever performed) exceeds 10 percent of total expense, 
report research expense in the blank provided in footnote 
three. 


28. The amount reported shall be stated net of any applic- 
able tax provision. 


siond, \ 30 & 31. State, in a note, the nature and amount of any 


n 23; 








) ee ‘ . 
“material items and disclose the tax applicable to each. 





PART Il 
Summary Balance Sheet 


Note to Respondents: To eliminate the difficulties and 
confusion surrounding what information is to be included 
in each line item in the summary balance sheet presented, 
efforts have been made to adopt Focus Part !! Balance 
Sheet definitions where practicable. In such cases of 
comparability of line items Focus line items will be ex- 
plicitly identified as composing the summary items to be 
reported. The respondent is therefore directed to the 
relevant Focus Part |! Balance Sheet definitions for de- 
tails on information to be included in each line item. 
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SUMMARY BALANCE SHEET 
Item No. 


7. Report the sum of the following line items: 


2 Report the following line item: 


3. Items made up of components from: 


3a. Report the following line item: 
3b. Report the following line item: 


3c. Report the following line items: 


4. Report the following line items: (Note: Amounts re- 
ported are to separately reflect debit balances in customer 
margin accounts from all other customer accounts with 


debit balances. As a result a “public customer’s’’ margin 


account must not be aggregated with the customer's cash 
account.) 


5. Report the sum of the following line items: 


6. Report the following line item: 


7. Report the following line item: (Note: Amount reported 
is to be market or fair value rather than cost. The differ- 
ence between market value and cost of exchange member- 
ships is to be treated as an adjustment to capital.) 


&. Report the following line item: 


9. Report the sum of the following line items: 
77. Items made up of components from: 


71a. Report the sum of the following line items: 
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FOCUS PART Ii BALANCE SHEET ITEMS 


Cash 





Cash segregated in compliance with federal and other 
regulation 


Securities on deposit in compliance with federal and other 
regulation, at market value 11 


Secured demand notes (regardless of type of security by 
which collateralized) at market value 


12 
Receivables from broker or dealers and clearing Cal 
organizations ) 
| 
Failed to deliver t 
Securities borrowed 
13 
Omnibus accounts ac 
Clearing organizations be 


Other j 


Receivables from customers: } 
Securities accounts: 
Cash and fully secured accounts 
Partly secured accounts 
Commodities accounts 
Allowance for doubtfull accounts 





Securities‘and spot commodities owned at market value 
Securities not readily marketable, at estimated fair value 


Other investment not readily marketable at estimated fair . 
value 


'$ 
Securities borrowed under subordination agreements, at 
market value I 
2 
Investment in and receivables from affiliates, subsidi- | 
aries, and associated partnerships 
f 
Memberships in exchanges 
{ 
Property, furniture, equipment, leasehold improvements 
and rights under lease agreements at cost 3 


Securities purchased under agreements to resell 


Bank loans payable on demand 





Secured by customers’ exempted securities 


ther 


fair 


it 









~— 


~- 


11b. Report the sum of the following line items: 


lic. Report the sum of the following line item: 


12 Report the following items in the appropriate sub- 
captions: 


13. Report the following line item: (Note: Public customer 
accounts are to be divided between those with free credit 
balances and all other balances.) 


14. Report the following line item: 


15. Report the following line item: 


6. Report the sum of the following item: 


18 Report the following line item: 


Secured by customers’ other securities and spot com- 
modities 


Secured by marketable securities and spot commodities 
owned or held pursuant to subordination agreements 


Secured entirely by collateral owned other than 
marketable securities 


Not adequately secured 
Unsecured 
Payables to brokers or dealers and clearing organizations 
Failed to receive 
Securities loaned 
Clearing organizations 
Other 
Payables to customers: 
Securities accounts 


Commodities accounts 


Omnibus accounts-customers 
Omnibus accounts-firm 


Securities sold not yet purchased at market value 
Securities sold under repurchased agreements 
Accounts payable and accrued liabilities and expenses 
Notes and mortgages payable 


Liabilities subordinated to claims of general creditors. 





SUPPORTING SCHEDULES TO PART II 


NOTE TO RESPONDENTS: Part !! supporting schedules 
are to be filed by all respondents whose gross revenue re- 
lated to the securities business (item 11 less item 10, 
Revenue and Expense Statement) equals or exceeds $10 
million for the period reported. 


SCHEDULE A Realized Gain (Loss) From Principal Trans- 
actions in Securities in Trading Accounts 


Schedule A presents a detailed breakdown of the gain (loss) 
total reported at item 2avi of the Revenue and Expense 
statement. Gain (loss) (Dividends and Interest Income) in 
securities identified as being held for investment purposes 
in accordance with the provisions of the Internal Revenue 
Code applicable to dealers shall not be included in this 
edule. 


ividend and interest income on securities in trading 
accounts shall be treated as an adjustment to gain (loss) 


reported. 


All amounts reported shall not be reduced by allocation of 
Federal income taxes. 


Gains (loss) from trading in State and local bonds is to be 
broken out between General obligation and Revenue bonds. 
General obligation bonds are those bonds which are sup- 
ported directly or indirectly by the full faith and credit of 
the obligor. Revenue bonds are those bonds which can be 
repaid only from specified revenues such as road tolls or 
rents from lessees. 


The subcaption ‘’Market-Making” refers to all market- 
making and shall be limited to activities in those particular 
securities in which the respondent holds himself out (by 
entering indications of interest in purchasing and selling in 
an inter-dealer quotations system or otherwise) as being 
willing to buy and sell securities for his own account on a 
continuous basis otherwise than on a national securities 
exchange. 
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Gain on riskless transactions are not to be included in this 
schedule but are to be included as commission revenue in 
item 1d. 


SCHEDULE B Profit or Loss From Management of and 
Participation in Underwriting Syndicates and Selling 
Groups 


The information called for in columns A and B shall be 
given in accordance with the indicated classifications. 


Sales as principal underwriter of investment company securi- 


ties (other than closed-end investment companies) shall not 
be reported in this schedule. 


COLUMN A — Aggregate Cost to the Public of Securities 
Sold 


State the aggregate price paid by public customers for 
securities sold by respondent as member of underwriting 
syndicates, as participant in selling groups, or in unreg- 
istered block distribution. Securities sold to other broker- 
dealers shall be excluded from the amount reported. 


COLUMN B — Gross Profit or Loss 


Gross profit or loss shall be determined as the difference 
between the proceeds of securities sold and their purchase 
price adjusted for discounts, commissions and allowances 
received from or given to other brokers. Any direct ex- 
pense which can be associated with a specific underwriting 
may also be considered as a cost in determining gross profit 
or loss. In determining gross profit or loss any unrealized 
loss on securities unsold at the time the underwriting 
account was closed shall be considered as a deduction from 
the proceeds of securities sold. 


Employee compensation and employment costs of persons 
working in an “underwriting department” and other related 
expenses of such department shall be considered as in- 
direct expenses and not deducted in determining gross 
profit or loss. 


1 & 2 Report all underwritings of securities registered 
under the Securities Act of 1933. Underwritings made on a 
firm commitment basis shall be reported at caption 1 and 
other underwritings, such as ““best efforts” or “all or 
none,” shall be reported at caption 2. 


3. Unregistered block distributions to be reported include 
(1) a public distribution of unregistered securitiés through 
the facilities of a national securities exchange in accord- 
ance with the exchange rules applicable to “Special Offer- 
ing Plans” or “Exchange Distribution Plans,” or a public 
distribution of listed securities over-the-counter in accord- 
ance with exchange rules applicable to “Secondary Dis- 
tribution.” Such distributions are to be reported as under- 
writings regardless of whether the transactions have been 
effected in the capacity of principal or agent. 
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4. Respondent's participation in the underwriting 
and/or selling of state and local bonds is to be broke 
out between General obligation and Revenue bonds. 
For a definition of General obligation versus Revenue 
bonds see instruction for gain (loss) from trading in 
State and Local bonds of schedule A. 


oOo => 





SCHEDULE C_ Income From Other Sources 


3. Report premium received from non-exchange 
option transactions. 


&. Report all other revenues related to respondent's 
securities business not previously reported in income 
from other sources, items 1 thru item 9. 


SCHEDULE D Securities Positions in Investment, 
Trading and Other Accounts 


| 
NOTE TO RESPONDENTS: This schedule shall be | ; 
used to report long and short positions in securities | ( 
in which respondent has an interest. Securities : 
clearly identified as being held for investment in | 
accordance with provisions of the Internal Revenue |} } 
Code applicable to dealers in securities shall be re- 
ported under caption 2, investment accounts. Com- | 
modities positions in trading and investment account | , 
are to be included in this schedule under other 
accounts. 


7. Long and short positions to be reported under 
this caption shall be stated at market value. Such 
market value shall not be adjusted to reflect any tax 
charge or benefit which would result from realiza- 
tion of unrealized appreciation or depreciation. Long 
and short positions shall not be netted at any sub- 
captions. Respondents share in joint accounts and 
capital accounts are to be reported under item 3, 
subcaptions 3b and 3c. } 





} 
I 
§ 
{ 


3. Report long and short positions in securities and | | 
spot (cash) commodities in investment accounts. 
Report at subcaption 3(a) the aggregate market 
value of spot (cash) commodities in long positions 
(column A) and the market value of short sales in p 
short positions (column B). 
( 
{ 
{ 


Amendment of Rule 17a-11 and Repeal of Form 
X-17A-11 


Rule 17a-11 is revised to conform to the new net 
capital rule by the addition of subparagraph (b)(2) | . 
which applies to the alternative method of capital | 
computation. Subparagraph (b)(2) is revised to | 
clarify that a broker or dealer must file a report at 
the end of the month if a capital computation m 

at any time during the month indicates that his t 

net capital is below the minimum requirement. The 
report to be filed is Part 11 of Form X-17A-5 plus 












ing ny additional statements which may be required, thus 
broke: iminating the need for Form X-17A-11. 
onds, 
evenue | New paragraph (d) requires any broker or dealer who dis- 
ngin | covers or who receives notice of a material inadequacy pur- 
suant to paragraph (h)(2) of Rule 17a-5 to give telegraphic 
notice to the Commission and file a corrective plan within 
forty-eight hours thereafter. 
je As proposed for comment, paragraph (d) of Rule 17a-11 
required the broker or dealer to give telegraphic notice only 
when the independent public accountant has notified the 
lent's broker or dealer of a material inadequacy. The Commission 
ncome | has determined that a broker or dealer who himself dis- 
covers a material inadequacy should also give telegraphic 
| notice pursuant to paragraph (f) and paragraph (d) is 
nt, | amended accordingly. 
In addition, Rule 17a-11 is amended to require that notice 
Ibe | and reports given thereunder shall also be given to the 
rities | Commodity Futures Trading Commission if such broker or 
: dealer is registered with that Commission. 
in 
yenue | Text of Amended Rule 17a-17 (new material in Italics): 
> re- 
Com- | (a) Every broker or dealer subject to Rule 15c3-1, whose 
ccount | net capital at any time is less than the minimum required 
j y any capital rule to which such person is subject, shall: 
) Give telegraphic notice as set forth in paragraph (f) of 
der this rule that such person’s net capital is less than is re- 
ich quired by any such capital rule, identifying the applicable 
ny tax | net capital rule or rules. The notice shall be given on the 
liza same day that such person’s capital becomes less than re- 
1. Long | quired by any of the aforesaid rules to which such person 
sub- is subject; and 
and 
1 3, (2) Within 24 hours thereafter file Part // of Form X-17A-5 
' and such supplementary information as may be required. 
sand | (b)(1) Ifa computation made by a broker or dealer pur- 
its. | suant to the requirements of Rule 15c3-1(c) shows, at any 
et | point during the month, that his aggregate indebtedness is 
tions inexcess of 1,200 per centum of his net capital, or that his 
sin ) total net capital is less than 120 per centum of the minimum 
} net capital required of him, such person shall file a report 
' on Part 1! of Form X-17A-5 within 15 calendar days after 
rm the end of the month for which such computation was re- 
| quired to be made, and within 15 calendar days after the 
end of each month thereafter until 3 successive months 
net shall have elapsed during which his aggregate indebtedness 
b)(2) | does not exceed 1,200 per centum of his net capital, and 
pital his total net capital does not fall below 120 per centum of 
‘0 the minimum net capital required of him. 
tat 
, ac 2) If a computation made by a broker or dealer pursuant 
is tOURN Rule 15c3-1(f) shows, at any point during the month, 
t. The”) "that his net capital is less than 6 percent of aggregate debit 
plus | items computed in accordance with Rule 15c3-3 Exhibit 


A: Formula for the Determination of Reserve Require- 
ments, or that his total net capital is less than 120 per 
centum of the minimum net capital required of him, such 
broker or dealer shall file a report on Part Il of Form X-17A- 
5 within 15 calendar days after the end of the month for 
which such computation is made, and within 15 days after 
the end of each month thereafter until three successive 
months shall have elapsed during which his net capital is 
not less than six percent of aggregate debit items com- 
puted in accordance with Rule 15c3-3 Exhibit A, and his 
total net capital does not fall below 120 per centum of 
the minimum net capital required of him. 


(c) At any time when a broker or dealer subject to Rule 
17a-3 fails to make and keep current the books and 
records specified therein, he shall immediately give tele- 
graphic notice of such fact, specifying the books and 
records which have not been made or which are not cur- 
rent, and within 48 hours of the telegraphic notice file a 
report stating what steps have been and are being taken to 
correct the situation. 


(d) Whenever any broker or dealer discovers, or is notified 
by an independent public accountant, pursuant to para- 
graph (h)(2) of Rule 17a-5 of the existence of any material 
inadequacy as defined in paragraph (g) of Rule 17a-5, said 
broker or dealer shall give telegraphic notice of such 
material inadequacy within 24 hours, and within 48 hours 
of the telegraphic notice file a report stating what steps 
have been and are being taken to correct the situation. 


(e) Whenever any national securities exchange or national 
securities association learns that a member broker or dealer 
has failed to file a notice or file a report as required by 
paragraph (a), (b), (c) or (d) of this rule, such organization 
shall immediately report such failure as provided in para- 
graph (f) of this rule. 


(f) Every notice and report required to be given or filed by 
this rule shall be given to or filed with the principal office 
of the Commission in Washington, D.C., with the regional 
office of the Commission for the region in which the brok- 
er or dealer has its principal place of business, with the 
designated examining authority of which such broker or 
dealer is a member, and with the Commodity Futures 
Trading Commission if such broker or dealer is registered 
with that Commission. 


Amendment of Rule 17a-20 and Related Form X-17A-20 


Rule 17a-20, which was adopted as part of the Commis- 
sion’s program to monitor the impact of competitive com- 
mission rates, is amended to reduce the frequency of filing. 
The Commission has determined that the program’s effec- 
tiveness will not be decreased by requiring quarterly rather 
than monthly filing by all brokers and dealers subject to 
Rule 17a-20. 


Paragraph (a) is amended to eliminate from the reporting 
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system certain brokers and dealers who do not derive at 
least 20 percent of their revenues from securities commis- 
sions. Certain technical changes have also been made in 
order to coordinate the filing requirements with revised 
Rule 17a-10. 





As proposed for comment, Rule 17a-20 required quarterly 
filing of current Form X-17A-20. In an effort to further 
reduce the reporting requirements of brokers and dealers, 
the Commission has determined that the information re- p 
quired to be reported by Form X-17A-20 may be sub- | 
stantially reduced with no detriment to its utility as a 
monitoring mechanism. 


Text of Proposed Amended Rule 17a-20 (new material in 
Italics): 


(a)(1) Every broker or dealer with revenues as shown on | 
line 6 of Statement A to Part II/ or line 11 of Statement 

AA to Part Il of Form X-17A-10 of $500,000 or more, of 

which at least 20 percent is derived from brokerage com- 

mission transactions effected on national securities ex- { 
changes as shown on Line 1(a) of Statement A to Part I1/, 

or Line 1(e) of Statement AA to Part I, respectively, of 

Form X-17A-10 during calendar year 1974 shall, not \ater 
than 17 business days after the close of each calendar 
quarter, file a report of his revenues and expenses and 
related financial and other information for each such 

calendar quarter on Form X-17A-20. 


(2) Every broker or dealer required to file for calendar year 
1975 Part Il to Form X-17A-10, and whose commissions 
earned on transactions in listed equity securities executed 
on an exchange as shown on Line A(1)(a) is at least 20 
percent of the total revenue as shown on Line A(11) of 
Part Il to Form X-17A-10, and who does not conduct a 
business with other than other members of an exchange, 
shall, not later than 17 business days after the close of 
each calendar quarter (commencing with the calendar 
quarter ending March 31, 7976), file a report of revenues 
and expenses and related financial and other information 
for each such calendar quarter on Form X-17A-20. 





(3) No changes recommended. 
(4) No changes recommended. 
(b) No changes recommended. 


(c) No changes recommended. 
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FORM X-17A-20 


INFORMATION REQUIRED OF BROKERS 
AND DEALERS PURSUANT TO SECTION 17 OF THE SECURITIES 
EXCHANGE ACT OF 1934 AND RULE 17a-20 THEREUNDER 















































SEC use only 
| Report for the Period Ending 19 
| (Please read instructions before preparing form) 

Identification 
X-17A-10 No. 
1. Full name of Broker-Dealer 
| 2. Address of principal place of business: (Do not use P.O. Box Number) 
(No. and Street) (City) (State) (Zip Code) 
iH) Name and telephone number of person to contact in regard to this report: 

EXECUTION: The Broker and Dealer submitting this Form Date the day of ee 





and its attachments and the person by whom it is executed 
represent hereby that all information contained therein is 
true, correct and complete. It is understood that all re- (Name of Corporation, Partnership or other organization) 
quired items, statements, and schedules are considered 
integral parts of this Form and that the submission of any 
amendment represents that all unamended items, state- 











ments and schedules remain true, correct and complete as (Manual signature of Sole Proprietor, General Partner, 
previously submitted. Managing Agent or Principal Officer) 

) 

(Title) 





ATTENTION — Intentional misstatements or omis- 
sions of facts constitute Federal Criminal Violations. 
(See 18 U.S.C. 1001 and 15 U.S.C. 78ff (a) ) 





I) 
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PART II 
X-17A-20 


STATEMENT OF INCOME (LOSS) AND EXPENSE 


























































































































CURRENT 7 
QUARTER Se 
Revenue: 
2. 
Commissions bu 
a. Commission income on transactions in listed equity securities excuted on an exchange $ th 
b. Commission income on transactions in listed equity securities executed | 
over-the-counter | pp 
c. Commission income on listed option transactions 
d. All other securities commission income Ste 
e. Total securities commission income 
Gains or losses on firm securities trading accounts | Co 
Includes gains or losses from market making in listed securities of 
$ | Re 
Gains or losses on firm securities investment accounts tre 
Includes realized gains or (losses) $ ou 
Includes Unrealized gains or (losses) $ du 
Profit or (loss) from underwriting and selling groups | ac 
Includes underwriting income from corporate equity 
securities of $ | Ga 
Margin interest 
Income from sale of investment company shares 
Revenue from research services 
Other income related to the securities business 
Commadities income 
Other income unrelated to the securities business 
Total income ; $ 
co 
Expenses: on 
} ad 
Registered representatives’ compensation $ Cal 
Clerical and administrative employee expenses | po 
Salaries and other employment costs for general partners, voting stockholder officers Wm 
Interest credited to General and Limited Partners’ Capital accounts ac 
Commissions paid to other brokers vic 
Floor brokerage, clearance and commission fees sp 
Communication costs 
Occupancy and other equipment costs Ga 
Promotional costs 
Interest expense = ) Re 
Interest on accounts subject to subordination agreements | (tc 
Losses in error account and bad debts di 
EDP equipment costs (other than service bureau) lus 
Service bureau charges = 
Non-recurring charges . 
) ‘ 


Other expenses 
Total expenses $ a 
Net income (loss) before Federal income taxes 
Provision for Federal income taxes (corporations only) 

Net income (loss) after taxes 
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MART | 
Firm Identification Information 


|, Firm name refers to the name under which the respondent 
s registered as a broker/dealer pursuant to Rule 15b of the 
Securities and Exchange Act of 1934. 


2. Firm address refers to respondent's principal place of 
business or headquarters office if respondent operates more 
— | than a single office. 





| PART II 
| Statement of Income (Loss) and Expense 
| Commissions 


| Report commissions earned on all agency equity and debt 
transactions including non-inventory principal (simultane- 
ous riskless) transactions. Commissions earned on intro- 
duced accounts carried by other brokers and on omnibus 

| accounts carried for other brokers should be reported net. 


| Gains or losses on firm securities trading accounts 


Report realized and unrealized gain (loss) on securities held 
a yr sale in the ordinary course of business. Dividends and 
hie: income on securities in trading accounts shall be 
reated as an adjustment to gain (loss). Transfer taxes shall 
be treated as an adjustment to gain (loss). Amounts report- 
| ed shall not be reduced by any allocation of Federal In- 
come Taxes. Floor brokerage and clearance paid to others 
on trading account transactions shall not be treated as an 
| adjustment to gain (loss). Interest expense incurred to 
carry trading positions is not to be included. Amounts re- 
| ported shall not be adjusted by any allocation of Federal 
income taxes. Realized gain (loss) from market-making 
activities in listed stocks is to be reported in the blank pro- 
vided, and does not include realized gain (loss) from 
specialist activities on a national securities exchange. 


Gains or losses on firm securities investment accounts 

) Report, as separate items, realized and unrealized gain 

(loss) on securities identified as held for investment. 
Dividends and interest income shall not be treated as ad- 
justments to gain or loss. Transfer taxes shall be treated as 
an adjustment to gain (loss). Amounts reported shall not 
be adjusted by any allocation of Federal Income taxes. 

, Floor brokerage, and clearance paid to others on invest- 
ment account transactions shall not be treated as an ad- 

, justment to gain (loss). Interest expense incurred to carry 
investment accounts is not to be included as an adjustment 
to gain (loss). 





i. 
fit or (loss) from underwriting and selling groups 


Report the gross profit (loss) from management of and 


Participation in underwriting syndicates and selling groups. 
Gross profit (loss) shall be determined as the difference 
between the proceeds of securities sold and their purchase 
price adjusted for discounts, commissions and allowances 
received from or given to other brokers. Any direct ex- 
pense which can be associated with a specific underwriting 
may also be considered as a cost in determining gross 
profit (loss). In determining gross profit (loss), any un- 
realized loss on securities unsold at the time the underwrit- 
ing account was closed shall be considered as a deduction 
from the proceeds of securities sold. 


Employee compensation and employment costs of per- 
sons working in an “underwriting department” and other 
related expenses of such department shall be treated as 
indirect expenses and not deducted in determining gross 
profit (loss). 


Report, in the blank provided, the profit (loss) from man- 
agement of and participation in underwriting syndicates 
and selling groups where the security underwritten is a 
corporate equity security. (“Equity security” shall mean 
any stock or similar security; or any security convertible, 
with or without consideration, into such a security, or 
carrying any warrant or right to subscribe to or purchase 
such a security.) 


Margin Interest 


Report total interest income earned on customers’ securi- 
ties and commodities accounts. 


Income from sale of investment company shares 


Report the total income derived from sale of investment 
company securities as a retailer and as an underwriter. In- 
clude in this item net amount of sales load or commissions 
earned on periodic payment plans of the installment type 
and face amount certificates. Commissions earned on sale 
of shares of closed-end investment companies are to be 
reported under all other securities commissions income 
item d. 


Revenues from research services 


Report revenues received from the sale of research serv- 
ices. Include in this item income derived from the sale of 
research advice (other than as investment advisor), re- 
search reports, market letters, stock guides, portfolio 
analyses, and other publications and consultations which 
provide information on the merits of various investment 
vehicles such as stocks, bonds, options, mutual funds, etc. 


Other income related to the securities business 

Other income related to the securities business includes 
among other things service charges, proxy solicitation fees, 
subscription fees for periodic publications, fees received 


from private placements of securities not registered under 
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the Securities Act of 1933, fees for puts, calls, other option 


transactions not conducted on a national securities ex- 
change, and dividends from securities in firm investment 
accounts. 


Commodities income 


Report income from commissions, fees, and principal trad- 
ing in commodities. The term “commodities” includes 
future commodity contracts and spot (cash) commodity 
contracts. 


Other income unrelated to the securities business 


Report all revenue received not related to respondent's 
securities business. 


Registered representatives’ compensation 


Report total compensation to registered representatives. 
Compensation and costs to be reported for such persons 
shall include amounts determined by salary, commission or 
other basis. (A “registered representative” is defined as an 
individual that spends 50 percent of his/her time engaged 
in effecting transactions with public customers on behalf 
of the respondent.) 


Clerical and administrative employee expenses 


Report all salaries, commissions, bonuses, profit sharing 
contributions, payroll taxes and benefits paid to or in- 
curred for all employees except registered representatives, 
partners, and voting stockholder officers. 


Salaries and other employment costs for general partners, 
voting stockholder officers 


Report the total salaries and employee benefits for voting 
stockholder officers and general partners (as agreed to in 
the partnership agreement). 


Commissions paid to other brokers 

Report all commissions paid to other brokers for transac- 
tions executed on or off a national securities exchange. In- 
clude payouts to other broker-dealers on commodity 
transactions. 

Floor brokerage, clearance and commission fees 

Include clearance fees paid to clearing corporations; 
associations and depositories; floor brokerage and clear- 
ance paid to other brokers on agency and principal 
business. 


Communication costs 


Include in this item expenditures for telephone, telegraph, 
leased wires, tickers and projectors, quotation machines, 
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NASDAQO, postage, stationery and office supplies. 





Occupancy and other equipment cost 





Th 
Include in this item expenditures for rent, heat, light, ln 
maintenance, repair to premises, janitorial services, and | ne 
cleaning expense. fir 

th 
Promotional costs 

Pa 
Report general advertising and promotional expenses. In- 23 


clude payments to all media to promote the respondent 
and its services to the general public. Additionally, report n 


expenditures to make the public aware of various invest- mi 
ment vehicles and plans which do not specifically address an 
an individual firm, fund, or enterprise. en 
da 
Interest expense ?; 
th 
Include all interest payments other than those made on 3 
subordinated borrowings. Exclude from this item interest 
credited to General and Limited Partners’ Capital. Al 


Interest on accounts subject to subordination agreements | th 
le 

Report total interest paid on subordinated borrowings. of 
Subordinated borrowings include: subordinated loan agree- _ F{ 
ments and secured demand notes. iy 
‘at 


EDP equipment costs (other than service bureau) ITI 
1 sit 

Include in this item rental and depreciation of data ® 
processing equipment. pe 
pe 

Other expenses I fi 
ol 

Report all other expenses incurred by respondent not rr 
previously reported. ti 


Approval of Plans Filed Pursuant to Paragraph (a)(4) of R 
Rule 17a-5, Paragraph (b) of Rule 17a-10, and Paragraph 


(a)(3) of Rule 17a-20. E 
te 
Rule 17a-5 su 
) 
Eight self-regulatory organizations have filed plans pur- be 


suant to paragraph (a)(4) of Rule 17a-5, which would al- at 
low brokers or dealers who are members of an exchange or = w 
association filing an appropriate plan declared effective by si 
the Commission to dispense with a separate filing of the tc 
FOCUS Report to the Commission. The American Stock 1 
Exchange, Inc. (“ASE”), the Boston Stock Exchange, Inc. 
(“BSE”), the Chicago Board Options Exchange (“CBOE”), 

the Midwest Stock Exchange, Inc. (“MSE”), the National =U 
Association of Securities Dealers, Inc. (“NASD”), the New, © 
York Stock Exchange, Inc. (“NYSE”), the Pacific Stock #}f 
Exchange, Inc. (“PSE”), and the PBW Stock Exchange, “ 
Inc. (““PBW’’) have agreed to collect directly from their a 
members the information required by the rule thereby tt 


; 






inating for their member firms a direct filing require- 
Pent with the Commission. 


|The plans contain the following general elements. Part | of 

the FOCUS Report is to be filed monthly with the desig- 

d nated examinating authority by all clearing or carrying 
firms no later than the tenth business day after the end of 
the month. 13/ 


Part IL is to be filed each calendar quarter, by clearing or 


In- | carrying firms, with the designated examining authority no 
nt later than the seventeenth business day after the end of the 
ort nstant quarter. 14/ A fifth Part 11 filing would be sub- 
st- mitted by the broker or dealer in connection with the 


ress annual audit no later than the 17th business day after the 
end of the fiscal or calendar year audit date when such 
date is other than on a calendar quarter. The plans for the 
Part IIA are identical to those for the Part II except that 
the Part 11A will be filed by firms which do not clear nor 

mn carry customer accounts. 15/ 

rest 
All plans state that accelerated reporting will only be re- 
quired sparingly when circumstances so dictate in light of 


ents the goal of reduced reporting. 16/ In addition all such plans 
| (except for the NASD) have, pursuant to paragraph (1)(3) 

S. of Rule 17a-5, requested conditional exemptions from the 

agree- FOCUS Report for certain individual members, floor trad- 


Hy floor brokers and specialists. 


|The Commission has reviewed the procedures and provi- 
\sions of the plans including the requests for conditional 
exemption for certain member firms and, pursuant to 
paragraph (a)(4) of Rule 17a-5, having due regard for the 
public interest and the protection of investors and the ful- 
fillment of the Commission’s functions under the provisions 
of the Securities Exchange Act of 1934, declares the plans 
to be effective as of January 1, 1976, the proposed effec- 
tive date of Rule 17a-5 as amended. 


of Rule 17a-10 


aph 
Eight self-regulatory organizations have filed modifications 
to existing plans or have for the first time filed plans pur- 
suant to paragraph (b) of Rule 17a-10. 17/ Paragraph (b) 
| of Rule 17a-10 allows brokers or dealers which are mem- 
iT bers of an exchange or association which files an appropri- 
I al- ate plan declared effective by the Commission to dispense 
ige or with a separate filing of Form X-17A-10 to the Commis- 
ve by sion. The modification of existing Rule 17a-10 plans is due 


the to the amendments in Rule 17a-10 and related Form X- 


ock 17A-10 adopted hereinabove, which will require the plans 
, Inc. toconform with those amendments. 

OE"), 

onal —_— Under the plans, member firms will be required to file the 
2 New» “orm X-17A-10 by the new date of 60 days after the close 
ock te pe calendar year for calendar 1975 and 45 days after 


ge, vie Close of the calendar year for each calendar year there- 
pir after. 18/ All NYSE member firms will file directly with 
y the NYSE; all NASD member firms (other than NYSE 


member firms) with the NASD; and all sole member firms 
of regional exchanges with their respective exchanges. 


The Commission has reviewed the procedures and provi- 
sions of the plans and modifications to existing plans and 
pursuant to paragraph (b) of Rule 17a-10, having due re- 
gard for the fulfillment of the Commission's functions 
under the provisions of the Securities Exchange Act of 
1934, declares the plans and modifications to existing 
plans to be effective as of January 1, 1976, the proposed 
effective date of the amendments to Rule 17a-10 and 
related Form X-17A-10. 


Rule 17a-20 


The proposed modifications to Rule 17a-20 and related 
Form X-17A-20 would reduce the frequency of filing as 
well as the line item detail of the form. All firms subject to 
the rule would now report quarterly rather than monthly 
and reporting would be eliminated for brokers or dealers 
who do not derive at least 20 percent of their revenues 
from securities commissions. 


The Commission has declared effective plans submitted by 
the NASD and NYSE pursuant to paragraph (a)(3) of Rule 
17a-20. 19/ Due to the amendments to the rule and form 
described hereinabove, the NASD and NYSE have sub- 
mitted modifications to their Rule 17a-20 plans which 
incorporate those amendments. NASD member firms sub- 
ject to the rule would continue to file a separate Form 
X-17A-20. NYSE member firms will not complete a 
separate Form X-17A-20, but will file a modified State- 
ment of Income (Loss) as part of their quarterly Part I! 

or Part 11A FOCUS Report submission. 20/ 


The Commission has reviewed the procedures and provi- 
sions of the proposed modifications to the plans and, pur- 
suant to paragraph (a)(3) of Rule 17a-20, having due re- 
gard for the fulfillment of the Commission’s functions 
under the provisions of the Securities Exchange Act of 
1934, declares the modifications to the plans to be effec- 
tive as of the effective date of the amendments to Rule 
17a-20 and related Form X-17A-20. 


Delegation of Authority 


Pursuant to subparagraph (1)(3) of Rule 17a-5, the Com- 
mission has the power to exempt a broker or dealer, un- 
conditionally or on specified terms and conditions, from 

all or part of the requirements of that rule. The Commis- 
sion has amended 17 CFR 200.30-3(a)(5) to delegate to 

the Director of the Division of Market Regulation the 
authority to grant exemptions pursuant to Rule 17a-5(1)(3). 


Text of 17 CFR 200.30-3(a)(5), as amended: (new material 
in Italics): [deleted material bracketed] 


Pursuant to the provisions of Public Law No. 87-592, 76 
Stat. 394, (15 U.S.C. 78d-1, 78d-2), the Securities and Ex- 
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change Commission hereby delegates, until the Commission 
orders otherwise, the following functions to the Director 
of the Division of Market Regulation to be performed by 
him or under his direction by such person or persons as 
may be designated from time to time by the Chairman of 
the Commission: 


(a)(5) Pursuant to Rule 17a-5/7)(3), to consider applica- 
tions, by brokers and dealers [who are nonresidents of the 
United States] , for exemptions from, and extensions of 
time within which to file, reports required by Rule 17a-5, 
and to grant, and to authorize the issuance of orders deny- 
ing, such applications provided such applicant is advised of 
his right to have such denial reviewed by the Commission. 


The FOCUS Report and Amended Rule 17a-4, Rule 17a-5 
and related Form X-17A-5, Rule 17a-10 and related Form 
X-17A-10, Rule 17a-11 and related Form X-17A-11, and 
Rule 17a-20 and related Form X-17A-20 are effective 
January 1, 1976. 


The existing reporting systems of the Commission and of 
the self-regulatory organizations become obsolete as of 
January 1, 1976, by virtue of the implementation of 
amended Rule 15c3-1, therefore it is essential that the 
FOCUS Report and the accompanying rule and form 
amendments be adopted as of that date. As the modifica- 
tions set forth herein do not substantially alter the rules 
and forms as proposed or, involve rules of agency organiza- 
tion, procedures, or practice, and in light of the fact that 
the public interest and the protection of investors require 
that effective surveillance and reporting systems be in place 
as of January 1, 1976, the Commission finds for good cause 
in accordance with the Administrative Procedure Act 

(5 U.S.C. 553(b)(3)(A) and (B) ) that notice and public 
procedure are unnecessary as a prerequisite to the adoption 
of any previously unpublished portions of the FOCUS 
Report and related rule and form amendments. Further, in 
order to assure that adequate surveillance and financial 
reporting systems will continually be in effect, the Com- 
mission, pursuant to Section 553(d)(3) of the Administra- 
tive Procedure Act (5 U.S.C. 553(d)(3) ), finds that there is 
good cause to declare, and does declare, the adopted 
amendments to Rule 17a-4, Rule 17a-5 and related Form 
X-17A-5, Rule 17a-10 and related Form X-17A-10, Rule 
17a-11 and related Form X-17A-11, and Rule 17a-20 and 
related Form X-17A-20 to be effective on January 1, 1976. 


Statutory Basis and Competitive Considerations 


The FOCUS Report and accompanying amendments to 
Rule 17a-4, Rule 17a-5 and related Form X-17A-5, Rule 
17a-10 and related Form X-17A-10, Rule 17a-11 and re- 
lated Form X-17A-11 and Rule 17a-20 and related Form 
X-17A-20, are adopted pursuant to sections 2, 6, 10, 15, 
17 and 23 of the Securities Exchange Act of 1934. The 
Commission has determined that the FOCUS Report and 
accompanying rule and form amendments impose no 
burden on competition not necessary or appropriate in 
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furtherance of the purpose of the Act and are not incon- 
sistent with the public interest or the protection of in- 
vestors. This determination is based on the reason that the 
adopted amendments to the rules and forms lessen any 
existing burden on competition by reducing the reporting | 8) 
required and resultant costs of brokers and dealers. 





Request for Comments 


Due to the implementation of amended Rule 15c3-1 on 
January 1, 1976, the financial reporting and surveillance $¢ 
systems of the Commission and the self-regulators will be- 
come obsolete. Public interest and the protection of in- 2/ 
vestors therefore appear to require that the FOCUS Report | 8 
and accompanying rule amendments be adopted as effec- U 


tive on January 1, 1976 . While the Commission recognizes 





that the reporting system it has adopted is efficient in 3) 
theory, and the form satisfactory in substance, certain de 
modifications may subsequently be necessary in order to Je 


achieve a smoother practical application. It is the Commis. | 
sion’s view that the areas requiring additional refinement | 4) 
will become apparent after the self-regulators and the at 
brokers and dealers have had several months experience C 
with the FOCUS reporting structure. Therefore, comments 


are requested on or before March 31, 1976, suggesting the | 5, 
adoption on or before June 30, 1976, of proposed amend- | m 
ments to the FOCUS Report and the accompanying im- U 
plementation program. ~ 
Commentators are requested to consider, in addition to m 
other issues, the following subjects: R 

: se 
1) the viability of the format of Part |, Part I! and Part ct 
1A of Form X-17A-5, and suggested additions or deletions | F 
thereto; j sil 


2) the appropriateness of filing frequencies of Part |, Part | A 
Il and Part ILA of Form X-17A-5; ) Pe 

Si 
3) the feasibility of further combining Form X-17A-5, ar 
Form X-17A-10 and Form X-17A-20 in order to effecta § * 
greater reduction in reporting requirements; 


io 


4) possible alternative means by which the annual audit 
requirements, the collection of surveillance material and ] 
the collection of economic data on a comparable time 
basis for all brokers and dealers may be achieved; 


{co 


ar 
5) the effectiveness of the revised annual audit report 

format and accompanying changes to Rule 17a-5 and Rule © 
17a-11; and, 


6) the appropriateness of requiring municipal securities; 
brokers and dealers to be subject to the FOCUS reporting 
structure. 


Interested persons should submit their comments in wes 
ing on or before March 31, 1976. All such communications | 
should be directed to George A. Fitzsimmons, Secretary, | 

: 


‘on- Securities and Exchange Commission, 500 North Capitol 
\- treet, Washington, D.C. 20549. Comments should refer to 
it the | File No. $7-594 and will be available for public inspection. 


ting | By the Commission. 


George A. Fitzsimmons 


Secretary 
on 1/ Form X-17A-10 is substantially in FOCUS format, with 
nce some modifications. 
II be- 
in- 2/ The key regulatory report is denominated the FOCUS 








Report | Report symbolizing a Financial and Operational Combined 
fec- Uniform Single report. 

dgnizes | 

n 3/ These two items are only part of a complete program 

n described in Securities Exchange Act Release No. 10612, 
r to January 24, 1974. 

mmmis- 

nent 4/ The Report Coordinating Group was established in 

2 accordance with the provisions of the Federal Advisory 
1ce Committee Act, 5 U.S.C. Appendix 1. 

iments 

ig the | 5/ The Group also concentrated its efforts on the develop- 
nend- | ment of uniform registration and record retention forms. 


im- Uniform registration forms for brokers and dealers were 
sdopted by the Commission on May 16, 1975. Securities 
change Act Release No. 11424. Subsequent to the sub- 

to mission of the Report Coordinating Group’s First Annual 
Report, a Trading Forms Task Force has deliberated for 
several months and has recommended the elimination or 

rt consolidation of the 104 trading forms described in the 


letions | First Annual Report. The Task Force now proposes 44 
| simplified and consolidated forms in their place. 
Part | An Assessment Forms Task Force working during the same 


, period has made additional proposals for the further 
simplification of assessment procedures. For background 
5, and prior status of these two projects, see First Annual 
ecta. | Report of the Report Coordinating Group, June 16, 1975. 


6/ Securities Exchange Act Release No. 11140. 


idit 
and 7/ Securities Exchange Act Release No. 11499. 
ne 
_ 8/ The following is a comparison of the current, proposed, 
and adopted paragraphs: 
rt RULE 17a-5 
d Rule Current Paragraph Proposed Paragraph Adopted Paragraph 
| 17a-5 (a) 17a-5 (a) 
(a) (b) (d) 
ties » (b) (c) (e) 
orting (c) (d) (k) 
J (d) (e) (1) 
(e) (f) (1) 
will Nin (g) (f) 
ications; (h) (g) 
tary, | (i) (h) 
} 


Current Paragraph Proposed Paragraph Adopted Paragraph 


(g),(h) (i) (j) (i) 

(k) (j) 

(j) (1) (b) 
(k) 
(1) 

(m),(n) fo) (m) (c) 

(m 


(n) 


9/ This reporting sequence enables the Commission to ful- 
fill its Congressional mandate to collect and report on 
economic data concerning the securities industry, while 
simultaneously streamlining the financial and operational 
reporting required by brokers and dealers. It allows almost 
the complete integration of the current economic data 
reporting requirements of Rule 17a-10 and Rule 17a-20. 


Under Section 23 of the Securities Exchange Act of 1934, 
as amended by the Securities Acts Amendments of 1975, 
the Commission has a duty to make such reports to Con- 
gress. The information necessary to prepare such reports 
would be derived from the calendar quarter filings of 
Form X-17A-5 and the annual filing of Form X-17A-10. 


10/ This is in accordance with Section 14 of the Securities 
Acts Amendments of 1975 which amended Section 
17(e)(1)(A) of the Securities Exchange Act of 1934 to 
require that the audited financial statements be submitted 
on a fiscal or calendar year basis. 


11/ This is in accordance with Section 17(e)(2) of the 
Securities Exchange Act of 1934, as amended by the 
Securities Acts Amendments of 1975. 


12/ It is expected that the American Institute of Certified 
Public Accountants will promulgate guidelines and edu- 
cational materials concerning audit procedures in this area. 


13/ Introducing firms which are designated members of the 
NASD would file the Part | monthly for an indefinite 
period pursuant to the accelerated reporting provisions of 
paragraph (a)(2)(iv) of Rule 17a-5. NYSE designated mem- 
bers would not file the Part | in months in which the Part II 
is being filed. Pursuant to paragraph (a)(2)(iv) of Rule 
17a-5, PSE designated firms which clear or carry the 
accounts of other broker-dealers will file Part | monthly for 
a phase-in period of 3 months with further evaluation of a 
continuing need to be made at the conclusion of that 
period. 


14/ PSE members which file the quarterly Part I! will 
accompany that filing with their workpapers on proprietary 
position data for the phase-in period with a review of the 
continuing need to be made at the conclusion of that 
period. ASE designated firms will file Part 11 for January, 
1976 as a phase-in period before moving to the general 
reporting pattern. 
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15/ Pursuant to paragraph (a)(2)(iv) of Rule 17a-5, NYSE 
designated firms which introduce accounts but have sub- 
sidiaries required to consolidate in accordance with Rule 
15c3-1 will indefinitely file the quarterly Part || and PSE 
designated firms which clear or carry accounts for other 
broker-dealers will file Part Il for a first quarter phase-in 
period with a review of the continuing need to be made at 
that time. 


16/ See Notes 14 and 15 supra for certain instances where 
the acceleration power is being invoked. 


17/ The ASE, BSE, CBOE, MSE, NASD, NYSE, PSE and 
PBW. 


18/ The NASD plan covers calendar year 1975 only. 


19/ Securities Exchange Act Release No. 11395 (May 2, 
1975). 


20/ All other firms subject to the rule would file directly 
with the Commission. These would constitute less than 9 
firms. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11951/December 24, 1975 


NOTICE OF FILING OF MODIFICATION TO PROPOSED 
RULE CHANGE BY THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. File No. SR-NASD-75-8. 


On March 21, 1975, the National Association of Securities 
Dealers, Inc. (the ““NASD”’) filed with the Commission 
proposed Article XVIII of the By-Laws of the NASD, and 
Schedule G thereunder (the ““NASD Rule Changes’’), gov- 
erning: (i) the reporting of transactions in eligible securities 
in the consolidated transaction reporting system (the “‘con- 
solidated system’’) contemplated by Rule 17a-15 under the 


Securities Exchange Act of 1934, as amended by the Securi- 


ties Acts Amendments of 1975 (the ““Act”’); (ii) charges to 
cover the costs of compliance with such reporting require- 
ments; and (iii) anti-manipulative rules relating to over-the- 
counter trading in such securities. 


The provisions of Schedule G were amended by the NASD 
and refiled with the Commission on June 4, 1975. The 
NASD Rule Changes were deemed by the Commission to 
have been filed under new Section 19(b) of the Act. In 
view of the need to implement the NASD Rule Changes 
immediately to permit the scheduled commencement of 
the consolidated system on June 16, 1975, the Commission 
ordered the NASD Rule Changes into effect summarily 
pursuant to Section 19(b)(3)(B) of the Act on June 11, 
1975. Notice of that action was provided by Securities 
Exchange Act Release No. 11461 (June 11, 1975), pub- 
lished in the Federal Register on June 18, 1975 (40 FR 
25730). That release also solicited public comment on the 
NASD Rule Changes. 1/ 
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On July 21, 1975, the Commission received the NASD’‘s 
consent to an extension of the time within which the Com- 
mission was required under Section 19(b)(2) of the Act, 
either to approve the NASD Rule Changes or to institute 
proceedings to determine whether they should be disap- 
proved, to September 15, 1975. In view of the complexity | 
and the significance of the NASD Rule Changes, the Com- 
mission determined to extend the time for the submission 

of comments by interested persons on the NASD Rule | 
Changes until August 22, 1975. Notice of that action was 
provided by Securities Exchange Act Release No. 11546 | 
(July 23, 1975), published in the Federa/ Register on July | 
30, 1975 (40 FR 32000). 





On September 10, 1975, the Commission received the con- 
sent of the NASD to a further extension of the time within 
which the Commission is required to take action under Sec- 
tion 19(b)(2) of the Act, to November 15, 1975. Notice of 
that action was provided by Securities Exchange Act Re- | 
lease No. 11653 (September 15, 1975), published in the 
Federal Register on September 19, 1975 (40 FR 43284). 
Additionally, the period for the submission of comments 
was extended until October 1, 1975. 


On November 5, 1975, the Commission received the con- 
sent of the NASD to an additional extension of the time 
within which the Commission is required, under Section 
19(b)(2) of the Act, either to approve the NASD Rule 
Changes or to institute proceedings to determine whether 
they should be disapproved, to February 2, 1976. Notice 
of that action was provided by Securities Exchange Act 
Release No. 11816 (November 10, 1975), published in the 
Federal Register on November 14, 1975 (40 FR 53085). In 
acknowledging the consent of the NASD to this additional 
extension of time, the Commission stated that it under- 
stood the reason the NASD had consented to this further 
extension of time was that the NASD intended, pursuant 
to Rule 19b-4 under the Act, to file with the Commission 
modifications of certain of the NASD Rule Changes. 





‘ 
t 
On December 15, 1975, the NASD submitted, pursuant to | | 
Rule 19b-4 under the Act, proposed modifications to the 
NASD Rule Changes to provide that principal transactions | | 
effected by NASD members be reported in the consolidated | | 
system at the price recorded on the trade ticket without 
taking into account any commission, commission equiv- 
alent, or differential. 


Publication of the submission is expected to be made in the | ‘ 
Federal Register during the week of December 29, 1975. | 
In order to assist the Commission to determine whether to | | 
approve the NASD Rule Changes, as modified, or institute [ 

proceedings to determine whether NASD Rule Changes, as | | 
modified, should be disapproved, interested persons are { 


¢ 


invited to submit written data, views and arguments con- 
cerning the submission within 20 days from the date of 
publication in the Federal Register. Persons desiring to 
make written submissions should file six copies thereof 
with the Secretary of the Commission, Securities and Ex- 





¢ 


fe ange Commission, 500 North Capitol Street, Washington, 


Som- C. 20549. Reference should be made to File No. SR- 

ie NASD-75-8. 2/ 

ite 

p- | Copies of the submission and of all written comments will 

xity | be available for inspection at the Securities and Exchange 

om- Commission’s Public Reference Room, 1100 L Street, 

sion N.W., Washington, D.C. Copies of the filing will also be 

] | available at the principal office of the above mentioned 

was self-regulatory organization. 

46 

July | The Commission emphasizes that, unti! the Commission 
takes further action with respect to the NASD Rule 
Changes, as modified, the NASD Rule Changes, as refiled 

»con- | onJune 4, 1975, remain in full effect as a consequence of 

vithin | the Commission’s summary action on June 11, 1975, 

or Sec- | referred to above. 3/ 

ice of | 

Re- | For the Commission by the Division of Market Regulation, 

the pursuant to delegated authority. 

B4). 

ents George A. Fitzsimmons 

Secretary 
con- 1/ The deadline for submission of written comments pur- 


ime suant to Securities Exchange Act Release No. 11461 
ion (June 11, 1975) was June 30, 1975; the time for such com- 
le ent was extended until July 18, 1975, in Securities Ex- 






ther ange Act Release No. 11508 (June 30, 1975). 
tice 
Act 2/ Previous filings and comments relating to the NASD 
inthe | Rule Changes are contained in Securities and Exchange 
85). In | Commission File No. SR-1. 
tional 
fer- | 3/ Securities Exchange Act Release No. 11461 (June 11, 
rther 1975). 
want | 
ission | 

| SECURITIES EXCHANGE ACT OF 1934 

| Release No. 11952/December 24, 1975 
iantto INVESTMENT COMPANY ACT OF 1940 
0 the Release No. 9097/December 24, 1975 
tions INVESTMENT ADVISERS ACT OF 1940 
olidated Release No. 494/December 24, 1975 
hout | 
yuiv- | Admin. Proc. File No. 3-4669 

OLDE AND COMPANY, INC. 

le in the | 2107 Detroit Bank and Trust Building 
1975. Detroit, Michigan 
ther to | (8-16752) 
stitute | 
nges, 8 | FINDINGS AND ORDER IMPOSING REMEDIAL 
$ are SANCTIONS 
$ con- 
e of | these proceedings under the Securities Exchange Act, 
g to estment Company Act and Investment Advisers Act, 
reof Olde and Company, Inc. (“Olde”), a registered broker- 


nd Ex- dealer, has submitted an offer of settlement which the 


Commission has determined to accept. Solely for the pur- 
pose of these proceedings and any other proceedings 
brought pursuant to the specified sections of the Securities 
Act, Securities Exchange Act, Investment Company Act, 
Investment Advisers Act or Securities Investor Protection 
Act, and without admitting or denying the allegations in 
the Order for Proceedings, Olde consents to certain find- 
ings of misconduct as alleged in that Order and to the im- 
Position of specified sanctions. 


On the basis of the Order for Proceedings and the offer of 
settlement, it is found that Olde willfully violated Section 
17(a) of the Securities Act, and Sections 10(b) and 17(a) of 
the Securities Exchange Act and Rules 10b-5, 17a-3 and 
17a-4 thereunder; and willfully aided and abetted violations 
of Section 17(a) of the Securities Act, Section 10(b) of the 
Securities Exchange Act and Rule 10b-5 thereunder, Sec- 
tion 206 of the Advisers Act and Section 17(e) of the In- 
vestment Company Act; and that it is in the public interest 
to impose the sanctions specified in the offer of settle- 
ment. 1/ 


In support of its offer of settlement, Olde states in mitiga- 
tion that the events giving rise to these proceedings were 
initiated by persons and entities other than Olde on ap- 
proximately August 1, 1973; that Olde’s involvement in 
this matter did not commence until August 12, 1974, when 
it assumed the accounts of Mullaney, Wells and Company, 
which accounts included Twentieth Century Investors, Inc. 
(the Fund”); and that after a short period of time, Olde 
ceased to engage in those transactions which are the subject 
of the-Order for Proceedings. 


After due consideration, the Commission has determined 
to accept the offer of settlement. 


Accordingly, 1T 1S ORDERED that: 


1. Olde be, and it hereby is, suspended from engaging in 
market-making activities for a period of two weeks effec- 
tive at the opening of business on the second Monday fol- 
lowing the date of this order; 


2. Olde pay $29,000 to the Fund, this payment to be made 
in amounts of not less than $2,000 per month. Payment is 
to commence on the last day of the first month following 
the date of this order. Commencing with the opening of 
business on the second Monday after the date of this 
order, Olde will not execute transactions for or with Fund 
until the entire $29,000 has been paid. 


3. Olde terminate its lease with Investors Research Corpora- 
tion for a computerized data display system, such termina- 
tion to be effective on or before the last day of the first 
month following the date of this order; and 


4. Olde comply with all the terms of the offer of settle- 
ment that the Commission has hereby accepted. 
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For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any other re- 
spondent named in these proceedings. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11953/December 29, 1975 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act”) the temporary suspension of ex- 
change and over-the-counter trading for the ten-day period 
commencing at midnight (EST) on December 28, 1975 and 
continuing through midnight (EST) on January 7, 1976, 
of the securities of GAC Corporation (“GAC”), a Delaware 
corporation, and of GAC Properties Credit, Incorporated 
(“Credit’’), a Florida corporation, with principal executive 
offices of both companies located at 201 Alhambra Circle, 
Coral Gables, Florida. 


The suspension was ordered because of (1) continuing un- 
certainty concerning the financial condition of GAC, GAC 
Properties, Inc., a wholly-owned subsidiary of GAC, and 
Credit, a wholly-owned subsidiary of GAC Properties, Inc.; 
and (2) questions concerning transactions between these 
companies and their affiliates. 


The Commission cautions broker-dealers, shareholders, and 
Prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quota- 
tion may be entered unless and until they have strictly 
complied with all of the provisions of said rule. If any 
broker or dealer has any questions as to whether or not he 
has complied with said rule, he should not enter any quota- 
tion but immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or dealer is 
uncertain as to what is required by Rule 15c2-11, he should 
refrain from entering quotations relating to the securities in 
question until such time as he has familiarized himself with 
said rule and is certain that all of its provisions have been 
met. If any broker or dealer enters any quotation which is 
in violation of said rule, the Commission will consider the 
need for prompt enforcement action. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11954/December 29, 1975 
Admin. Proc. File No. 3-4683 
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In the Matter of 





JOHN E. PEDDERSON 
7350 Gallagher Drive 
Edina, Minnesota 





STEPHEN D. CHAMBERS ) 
1300 St. Anthony Boulevard 
Minneapolis, Minnesota 


FINDINGS AND ORDER 
IMPOSING REMEDIAL SANCTIONS | 





In these broker-dealer proceedings under the Securities Ex- | 
change Act, John E. Pedderson and Stephen D. Chambers 
have submitted an offer of settlement, without admitting 
or denying the allegations in the order for proceedings, 
which the Commission has determined to accept. 


On the basis of the order for proceedings and his offer of | 
settlement, it is found that John E. Pedderson willfully vio- 
lated Section 10(b) of the Securities Exchange Act and ( 
Rule 10b-5 thereunder and willfully aided and abetted 
violations of Sections 15(c)(3) and 17(a) of that Act and 
Rules 15c3-1, 17a-3, 17a-5 and 17a-11 thereunder, and ia 
that it is in the public interest to impose the sanctions 
specified in the offer of settlement. 


On the basis of the order for proceedings and his offer of 
settlement, it is found that Stephen D. Chambers willfully 
violated Section 10(b) of the Securities Exchange Act and 
Rule 10b-5 thereunder and willfully aided and abetted 
violations of Sections 15(c)(3) and 17(a) of that Act and ( 
Rules 15c3-1, 17a-3, 17a-5 and 17a-11 thereunder, and 

that it is in the public interest to impose the sanctions a 
specified in the offer of settlement. 1/ 





Accordingly, 1T IS ORDERED that: 


1. John E. Pedderson be, and he hereby is, suspended from | 
association with any broker or dealer, investment adviser 
or investment company for 90 days, effective at the open- 
ing of business on the second Monday after the date of this 
order, and that thereafter he be, and he hereby is, barred 
from association with any broker or dealer, investment ad- 
viser or investment company in a supervisory or proprietary 
capacity. ff 


‘i ia a i a oe ae 


2. Stephen D. Chambers be, and he hereby is, suspended 
from association with any broker or dealer, investment 
adviser or investrient company for 10 business days, effec: 
tive at the openiny of business on the second Monday after 
the date of this order, and that thereafter he be, and he 
hereby is, barred from association with a broker or dealer, 
investment adviser or investment company, in a super- 
visory or proprietary capacity, provided that after 18 , 
months from the date of this order he may apply tothe @ 
Commission to become associated in a supervisory or 
proprietary capacity. 


\ 
1 
‘ 
¢ 
I 










For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any other re- 
spondent named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11955/December 29, 1975 


, Ex- In the Matter of 
ers | 
ing | AMERICAN STOCK EXCHANGE, INC. 
: } 86 Trinity Place 
| New York, New York 10006 

of (SR-Amex-75-5) 
/ vio- 
J CHICAGO BOARD OPTIONS EXCHANGE, 
) INCORPORATED 
nd | LaSalle at Jackson 
i | Chicago, Ilinois 60604 

(SR-CBOE-75-5) 
of W STOCK EXCHANGE, INC. 
ully 17th Street and Stock Exchange Place 


and Philadelphia, Pennsylvania 19103 


ind (SR-PBWSE-75-8) 


d 
; } ORDER APPROVING PROPOSED RULE CHANGE 
| The American Stock Exchange, Inc. (“Amex”), the Chicago 
Board Options Exchange, Incorporated (“CBOE”), and 
PBW Stock Exchange, Inc. (““*PBW’’) have filed with the 
from } Commission, pursuant to Section 19(b)(1) of the Securities 


iser Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1), as amended 
pen- by Pub. L. No. 94-29, §16 (June 4, 1975) (the “Act’’), and 
of this Rule 19b-4 thereunder, copies of proposed rule changes. 
red Such proposals were submitted on October 30, 1975, 


it ad- November 4, 1975, and November 5, 1975, respectively. 

rietary | The PBW proposal was amended by a clarifying amend- 
ment submitted on November 18, 1975. 

Jed Each proposal is to modify the exercise price intervals 

nt Which are established for options on securities trading be- 

effec- tween 100 and 200 so as to shorten such intervals from 20 

after points to 10 points. According to the respective submis- 

he } sions, as of the dates of such submissions there were four 

paler, 


option classes traded on CBOE with underlying securities 
r having per share market prices in excess of 100, two such 
tion classes traded on Amex, and none traded on PBW. 
Ithough implementation of the proposals would expand 
the number of series of options on the affected underlying 
Securities, Amex, CBOE and PBW have each expressed the 








view that such expansion will not adversely affect their 
respective operational capacities. CBOE has also stated that, 
as of December 15, 1975, there were one hundred eighty- 
four (184) securities eligible to be used as underlying 
securities for Exchange options trading (as such eligibility 

is determined under CBOE’s Rules) which were not then 
being used as underlying securities for options traded on 
CBOE, Amex, or PBW, and that only one (1) of such avail- 
able securities was trading at more than 100. 


Notice of the Amex and CBOE proposed rule changes to- 
gether with the terms of substance thereof was given by 
publication of a Commission Release (Securities Exchange 
Act Release No. 11836, November 17, 1975) and by pub- 
lication in the Federal Register (40 Fed. Reg. 54312, 
November 21, 1975). Notice of the PBW proposed rule 
change together with the terms of substance thereof was 
given by publication of a Commission Release (Securities 
Exchange Act Release No. 11859, November 20, 1975) 
and by publication in the Federal Register (40 Fed. Reg. 
54888, November 26, 1975). 


The Commission finds that the proposed rule changes are 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to national securities 
exchanges, and in particular, the requirements of Section 6 
of the Act and the rules and regulations thereunder. 


iT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the aforementioned proposed rule 
changes filed with the Commission on October 30, 1975, 
November 4, 1975, and November 5, 1975, as thereafter 
amended, be, and they hereby are, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11956/December 29, 1975 


The Securities and Exchange Commission announced pur- 
suant to section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act’’) the termination of the temporary 
suspension of over-the-counter trading at midnight (EST) 
on December 30, 1975 of the securities of Transjersey 
Bancorp (‘Transjersey’’), a New Jersey corporation with 
principal executive offices located at 1080 Broad Street, 
Bloomfield, New Jersey. 


The Commission initially suspended trading in the securities 
of Transjersey because of questions concerning the recent 
market activity in the company’s common stock and other 
matters pertaining to the company. 


The Commission has filed a complaint in the United States 
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District Court for the District of New Jersey seeking to 
enjoin Transjersey, Arnold Daner, Robert Prodan and U.S. 
Funding Corporation from further violations of, among 
other things, the anti-fraud periodic reporting provisions 
of the federal securities laws in connection with the filing 
with the Commission of false and misleading financial in- 
formation by Transjersey, the holding company for the 
Bank of Bloomfield, located in Bloomfield, New Jersey. 
The complaint also seeks injunctive relief against J. W. 
Weller & Co., Inc., John W. Weller, Jr., J. Houston Day, 
Jr., Booker Brothers, Inc. and Fletcher Clement Booker 
from further violations of the anti-fraud provisions of the 
federal securities laws in connection with the manipulation 
of the price of Transjersey’s common stock. For further 
information concerning this complaint see Litigation Re- 
lease No. 7220. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Securities and Ex- 
change Commission, Division of Enforcement in Washing- 
ton, D.C. If any broker or dealer is uncertain as to what is 
required by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such 
time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in violation 
of said rule, the Commission will consider the need for 
prompt enforcement action. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11957/December 29, 1975 


Admin. Proc. File No. 3-4874 

In the Matter of 

BACHE & CO., INCORPORATED 
100 Gold Street 

New York, New York 10038 
DAVID SCHONZEIT 

c/o Bache & Co., Incorporated 


150 S.E. 2nd Avenue 
Miami, Florida 33131 
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FRED BERENS 

c/o Bache & Co., Incorporated 
150 S.E. 2nd Avenue 

Miami, Florida 33131 







ORDER IMPOSING REMEDIAL SANCTIONS 





In these broker-dealer proceedings under the Securities 
Exchange Act, Bache & Co., Incorporated (“registrant”), a | 
registered broker-dealer; David Schonzeit, a vice president 

of the registrant and the office manager of the registrant's 
Miami, Florida office; and Fred Berens, a registered repre- 
sentative and a vice president of the registrant employed in 
the registrant’s Miami, Florida office, without admitting or 
denying the allegations in the order for proceedings, have 
submitted an offer of settlement which the Commission 

has determined to accept. | 


On the basis of the order for proceedings and the offer of 
settlement, it is found that Fred Berens willfully violated 
Section 17(a) of the Securities Act and Section 10(b) of 
the Securities Exchange Act and Rule 10b-5 thereunder, 
and that registrant and David Schonzeit failed reasonably 
to supervise a person subject to their supervision with a 
view to preventing violations of the Securities Act and of 
the Securities Exchange Act, and who committed such 
violations and that it is in the public interest to impose the 
sanctions specified in the offer of settlement. 


Accordingly, IT 1S ORDERED that: 

1. Bache & Co., Incorporated be, and hereby is, censured; 

2. David Schonzeit be, and he hereby is, suspended from 
association with any broker or dealer for a period of fifteen | 
(15) days, effective at the opening of business on the 
second Monday after the date of this order; and 

3. Fred Berens be, and he hereby is, suspended from 
association with any broker or dealer for a period of sixty 
(60) days, effective at the opening of business on the 


second Monday after the date of this order. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 
SECURITIES EXCHANGE ACT OF 1934 
Release No. 11958/December 29, 1975 
Admin. Proc. File No. 3-4626 


In the Matter of 






BACHE & CO., INCORPORATED 
100 Gold Street, New York, New York 






ACOB B. PETROSKY 
230 Matthew Road 
Merion Station, Pennsylvania 


STEVEN C. KRAUS 
No. 5 Peter Jay Lane 
Rye, New York 10580 


eS 
it”), a | LEWIS MANILOFF 
ident 11215 Jeanes Street 
ant's Philadelphia, Pennsylvania 
epre- | 
yed in ORDER IMPOSING REMEDIAL SANCTIONS 
‘ing or 
have | In these broker-dealer proceedings under the Securities Ex- 
ion | change Act, Bache & Co., Incorporated (Bache), a reg- 
istered broker-dealer, Jacob B. Petrosky (Petrosky), a 
Bache vice-president and manager of the Bache Philadelph- 
er of ia, Pennsylvania, Office, Steven C. Kraus (Kraus), a former 
ated Bache officer, and Lewis Maniloff (Maniloff), a former 
) of Bache registered representative, without admitting or deny- 
der, ing the allegations in the order for proceedings, have sub- 
ably mitted offers of settlement which the Commission has 
ha determined to accept. 
id of 
ch On the basis of the order for proceedings and the offers of 
se the _ settlement, it is found that: 1/ 
. Bache, Petrosky and Kraus failed reasonably to supervise 
a person subject to their supervision with a view to prevent- 
ing violations of Section 17(a) of the Securities Act of 
sured; 1933 (Securities Act), and Section 10(b) of the Securities 
Exchange Act of 1934 (Exchange Act) and Rule 10b-5 
from thereunder, committed by such person. 
fifteen | 
e 2. Maniloff willfully aided and abetted violations of Sec- 
tion 17(a) of the Securities Act and Section 10(b) of the 
|} Exchange Act and Rule 10b-5 thereunder. 
f sixty ' Bache’s offer of settlement provides that retail sales opera- 


e tions at Bache’s branch office at 1336 Chestnut Street, 
Philadelphia, Pennsylvania, may be suspended for fiteeen 
(15) business days, execution of which sanction is to be 
suspended upon the condition that Bache implement and 
carry out the following undertakings: 2/ 


lelegatec 


ns 1. Bache will, within thirty (30) days after the entry of a 
Commission order approving the offer of settlement, mail 
to each customer maintaining an active account at its 
Philadelphia branch office a letter substantially in the form 
annexed to the offer of settlement as Exhibit A. 3/ 


2. For a period of one year following the date of a Com- 
mission order accepting this offer of settlement, Bache will 
d to all new customers of its Philadelphia branch office 
h pe substantially in the form annexed to the offer of 
ttlement as Exhibit B. 4/ 


3. Bache will recirculate to all Registered Representatives 


and appropriate back-office personnel in its Philadelphia 
branch office 2 statement of its policy that checks payable 
to customers are not to be delivered to Registered Repre- 
sentatives but are to be mailed to customers at the 
addresses shown on Bache’s records and that checks pay- 
able to customers may be delivered to Registered Repre- 
senatives only in exceptional circumstances and with the 
written approval of the Branch Manager or his designee. 


4. All incoming and outgoing mail at branch offices, except 
for mail which clearly appears to be of a persona! nature, 
will be opened and reviewed by the Branch Manager or his 
designee. Employees will be instructed that personal mail 
should not be addressed to employees at their offices. 


5. Within 60 days from the date of the Commission’s order 
accepting this offer of settlement, customer confirmations 
and periodic statements of customer accounts will carry a 
legend reading substantially as follows: 


“ALL CHECKS SHOULD BE MADE PAYABLE TO 
BACHE & CO., INCORPORATED.” 


6. Within 60 days from the date of the Commission’s order 
accepting this offer of settlement, periodic statements of 
customer accounts will carry a legend reading substantially 
as follows: 


“KINDLY DIRECT INQUIRIES CONCERNING THIS 
STATEMENT TO YOUR REGISTERED REPRESENTA- 
TIVE OR MANAGER IN THE BACHE OFFICE WHICH 
SERVICES YOUR ACCOUNT.” 


7. All Registered Representatives employed in the 
Philadelphia branch office will be advised in person by 
appropriate supervisory personnel that they are not to 
engage in personal transactions with customers of the firm. 


8. Bache will circulate a notice to all affected employees 
which will state that Bache checks payable to one customer 
may not be deposited to the account of another customer 
without the express approval of the Branch Manager, or his 
designee, who shall first satisfy himself that the transaction 
has been authorized by the customers involved. 


9. Bache will circulate a notice to all affected employees 
that bank drafts and checks payable to a customer and de- 
livered to the firm for credit to the account of a customer 
must be actually endorsed by the customer involved and 
not by any employee of the firm without express prior 
written authorization by the customer. Such nutice shall 
state further that before any such authority is exercised by 
any employee, the written authorization executed by the 
customer should be submitted to the appropriate Branch 
Manager, or his designee, for his approval. 


10. Bache will circulate a notice to al! affected employees 
that deposits of currency to customer accounts must be 


personally delivered by the customer to the cashier, except 
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that in unusual circumstances, the Branch Manager or his 
designee may approve in writing the delivery of currency 
to the cashier by Bache employees. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offer of settlement 
Accordingly, 1T |S ORDERED THAT: 

1. Effective at the opening of business on the second Mx 
day after the date of this order, retail sales operations ai 
the Bache & Co., Incorporated branch office at 1336 
Chestnut Street, Philadelphia, Pennsylvania be and they 
hereby are suspended for a period of fifteen (15) business 
days, provided however, that execution of said sanction is 
suspended and will remain suspended if Bache & Co., In- 
corporated complies with the undertakings specified in its 
offer of settlement; and 


2. Jacob B. Petrosky, Steven C. Kraus and Lewis Maniloff 
be, and they hereby are, censured effective at the opening 
of business on the second Monday after the date of this 
order. 


For the Commission, by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 
Secretary 


1/ The findings herein are not binding on any other re- 
spondent named in these proceedings. 


2/ Bache has consented to the retention of jurisdiction by 
the Commission in this matter until two years from the 
date of the Commission’s order accepting the offer of 
settlement. 


3/ This letter briefly describes Bache’s settlement with the 
Commission; suggests methods by which the investors may 
protect themselves from losses similar in nature to those 
sustained in the instant matter; encourages the customer 
to contact the branch manager in the event of a serious dis- 
crepancy in the customer’s account; and directs the cus- 
tomer to pay for transactions in his account by check pay- 
able directly to Bache. 


4/ This letter in pertinent part directs the customer to pay 
for transactions in his account by check payable directly to 
Bache and encourages the customer to contact the branch 
manager in the event of a serious discrepancy in the cus- 
tomer’s account. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-11959/December 30, 1975 


A notice has been issued giving interested persons until 
January 4, 1976 to request a hearing on an application by 
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the following stock exchanges for unlisted trading privile 
in the common stock of the following companies: 


Midwest Stock Exchange, Inc. 
The Williams Companies 
Delmarva Power & Light Company 
Cincinnati Stock Exchange 
North American Philips Corporation 
Bancal Tri-State Corporation | 
Boston Stock Exchange , 
Combined Communications Corp. | 
Dean Witter Organization, Inc. 
Denny’s Inc. (Cal) | 
Japan Fund Inc. 
National Medical Care, Inc. 
Robintech Inc. (Del.) 
Southland Corporation 
Wheelabrator-Frye, Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-11960/December 30, 1975 | 


An order has been issued granting the application of the | 
American Stock Exchange, Inc. to strike from listing and 
registration thereon, the common stock of Data Control 
Systems, Inc. 


As of September 27, 1974, the company had a net tangib 
assets deficit of $995,978 and had sustained net losses 

during three of its four most recent fiscal years, as follows 
1971, $1,369,210; 1973, $243,571, and 1974, $1,471,778 





In addition, based upon a recent bid price of $.02 in the ‘ 
over-the-counter market, the aggregate market value of the} | 
publicly-held shares is less than $20,000. | 
} 

SECURITIES EXCHANGE ACT OF 1934 | 
Release No. 11961/December 30, 1975 ; | 


Admin. Proc. File No. 3-4548 | 


In the Matter of ( 
HOWARD DULMAN ( 
10 Vaneck Drive f 
New Rochelle, New York t 


FINDINGS AND ORDER 
IMPOSING REMEDIAL SANCTIONS 


i ee i i 


In these broker-dealer proceedings under the Securities Ex 
change Act, Howard Dulman has submitted an offer of set 
tlement which the Commission has determined to mf | 


eqs 


Solely for the purpose of this proceeding and any other 
proceeding under specified provisions of the Exchange Aj. 
and without admitting or denying the allegations in the 
order for proceedings, respondent consents to certain find 


ings and to the imposition of specified sanctions. 
Vilege 
On the basis of the order for proceeding and the offer of 
settlement and certain mitigating factors, it is found that 
Howard Dulman willfully violated Sections 5(b) and 17(a) 
of the Securities Act of 1933 and Section 10(b) of the Ex- 
change Act and Rule 10b-5 thereunder and willfully aided 
| and abetted in violations of Section 15(b) of the Exchange 
| Act and Rule 15b3-1 thereunder, and that it is in the public 
| interest to impose the sanctions specified in the offer of 
settlement. 1/ 


| Accordingly, 1T 1S ORDERED that effective from the date 
hereof, Howard Dulman be, and he hereby is, suspended 
from being associated with a broker-dealer, investment ad- 

| yiser, investment company or municipal bond broker-dealer 

| fora period of nine months and barred from any such 

| association in a supervisory or proprietary capacity with 

the proviso that nine months after the suspension has ter- 
minated, he may apply to the Commission for relief per- 
mitting him to be associated with a broker-dealer, invest- 
ment adviser, investment company or municipal bond 
broker-dealer in a supervisory and proprietary capacity. 
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For the Commission by its Secretary, pursuant to delegated 
authority. 


George A. Fitzsimmons 


Secretary 
angib 


es 
lows 
71,778 


1/ The findings nerein are not binding on any other re- 
spondent named in these proceedings. 


the | SECURITIES EXCHANGE ACT OF 1934 
of the | Release No. 11962/December 30, 1975 


In the Matter of 


BOSTON STOCK EXCHANGE 
53 State Street 

Boston, Massachusetts 02109 
(SR-BSE-75-4) 


ORDER APPROVING PROPOSED RULE CHANGE 


On October 29, 1975, the Boston Stock Exchange (““BSE”’) 
filed with the Commission, pursuant to Section 19(b) of 
the Securities Exchange Act of 1934 (the ““Act’’), as 
amended by the Securities Acts Amendments of 1975, and 
Rule 19b-4 thereunder, copies of a proposed rule change. 
The proposed rule change would eliminate the required 
two-minute time delay prior to the execution of round-lot 
orders on the exchange, and redefine the term “‘next trans- 
action occuring in the primary market’’ to mean the next 
ransaction in the primary market as reported on the 

nsolidated Tape at the Boston Stock Exchange after 

e order is placed with a dealer for execution. 
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Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by pub- 
lication of a Commission Release (Securities Exchange Act 
Release No. 11791, (November 5, 1975) ) and by publica- 

tion in the Federal Register (40 Fed. Reg. 52673 (Novem- 

ber 11, 1975) ). 


The Commission finds that the proposed rule change is con- 
sistent with the requirements of the Act and the rules and 
regulations thereunder applicable to national securities ex- 
changes, and in particular, the requirements of Section 6, 
and the rules and regulations thereunder. 


IT iS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on October 29, 1975, be, and it 
hereby is, approved. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11963/December 30, 1975 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY BOSTON STOCK EXCHANGE (File No. SR-BSE-75-5) 


The Boston Stock Exchange submitted on December 18, 
1975 a proposed rule change under Rule 19b-4 to reduce 
the fee charged to members admitted to the exchange by 
transfer from $500 to $250. 


The foregoing rule change has become effective, pursuant 
to Section 19(b)(3)(A) of the Securities Exchange Act of 
1934. At any time within sixty days of the filing of such 
proposed rule change, the Commission may summarily 
abrogate such rule change if it appears to the Commission 
that such action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange Act 
of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of January 5, 1976. 
Interested persons are invited to submit written data, views 
and arguments concerning the submission within 30 days 
from the date of publication in the Federa/ Register. Per- 
sons desiring to make written submissions should file six 
copies thereof with the Secretary of the Commission, 
Securities and Exchange Commission, 500 North Capitol 
Street, Washington, D.C. 20549. Reference should be made 
to File No. SR-BSE-75-5. 


Copies of the submission and of all written comments will 
be available for inspection at the Securities and Exchange 


SEC DOCKET/901 








Commission’s Public Reference Room, 100 L Street, N.W., 
Washington, D.C. Copies of the filing will also be available 
at the principal office of the above-mentioned self-regula- 
tory organization. 


For the Commission by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11964/December 30, 1975 


In the Matter of 


THE NATIONAL ASSOCIATION OF 
SECURITIES DEALERS, INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


(SR-NASD-75-5) 


ORDER APPROVING AMENDMENT TO THE 
UNIFORM PRACTICE CODE OF THE 
NATIONAL ASSOCIATION OF 

SECURITIES DEALERS, INC. 


In November, 1975, the National Association of Securities 
Dealers, Inc. (the ““NASD”’) submitted, pursuant to Rule 
19b-4 under the Securities Exchange Act of 1934 (the 
Act’), a proposed change in the Uniform Practice Code of 
the NASD. The amendment would delete the requirement 
that signatures on assignments and powers of substitution 
be witnessed. 


Notice of the filing was published in the SEC Docket (Re- 
lease No. 11831/November 14, 1975); the compiete sub- 
mission and a request for public comments were published 
in the Federal Register on November 21, 1975 (40 F.R. 


54314). The period for public comment expired on Decem- 


ber 21, 1975, and no comments were received. 


The Commission finds that the proposed change in the 
Uniform Practice Code of the NASD described above is 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to the NASD. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rule change referenced above 
be, and the same hereby is, approved. 


For the Commission, by the Division of Market Regulation, 


pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11965/December 31, 1975 








In the Matter of 










S 
MIDWEST STOCK EXCHANGE, INC 0} 
120 South LaSalle Street 0 
Chicago, IIlinois 60603 lw 
1 
ORDER APPROV!NG PROPOSED RULE CHANGE | a 
i” | 3 
On November 17, 1975, the Midwest S k Ex 
Inc. filed with tt -ommission, pursuar » Section 19(b N 
of the Securities Exchange Act of 1934 (the “Act’’), as 1 
amended by the Securities Acts Amendments of 1975, an p 
Rule 19b-4 thereunder, copies of a proposed rule change N 
The proposed rule change removes certain restrictions and 5 
requirements relating to the sale of insurance by member | 
firms, particularly with respect to administration charges | 
ilifications of insurance salespersons $ 
R 
proposed rule change together with the term 
»f the proposed rule change was given by A 
f a Commission Release (Securities Exchange | § 
No. 11858, November 19, 1975) and by pub : 
the Federal Register (54886 Fed. Reg. Novem- T 
5) 4 


The C 
consistent with the requirements of the Act and the rules 

and regulations thereunder applicable to national securities | T 
exchanges, and in particular, the requirements of Section6 } ti 


ymmission finds that the proposed rule change is 


and the rules and regulations thereunder c 
u 
IT |S THEREFORE ORDERED, pursuant to Section q 


19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on November 17, 1975, be, and it }c 
hereby is, approved. n 


For the Commission by the Division of Market Regulation 1 
y : | 


pursuant to delegated authority. M 
c 
George A. Fitzsimmons 1 

Secretary 
wiihé | 
SECURITIES EXCHANGE ACT OF 1934 ) ¢ 
Release No. 11966/December 31, 1975 
S 
Admin. Proc. File No. b 
b 
In the Matter of iu 

MAGMETCO, INC. as 
Successor to Magnetic Metals Company 7 
APPLICATION PURSUANT TO SECTION 12(h) i 
’ a 
‘ ! 

The Securities and Exchange Commission has issued a r 





sotice giving interested persons until January 13, 1975 to 
quest a hearing on an application of Magmetco, Inc. 

(“Applicant’’), as successor to Magnetic Metals Company 

("Magnetic Metals’’), pursuant to Section 12(h) of the 

Securities Exchange Act of 1934 (*’1934 Act’’) for an 

order exempting the Applicant from Sections 13 and 15(d) 

of the 1934 Act, to the extent such sections would other- 

wise require Applicant to file a quarterly report on Form 
10-0 for the quarter ended September 30, 1975, and an 

| annual report on Form 10-K for the year ending December 

| 31, 1975. 


9(b Magnetic Metals merged into Applicant on September 4, 
aS 1975, pursuant to a pian and agreement of merger ap- 


proved by the shareholders of Magnetic Metals. Magnetic 
nge. | Metals no longer exists as a separate corporation and there 
sand | isnolonger any trading in Magnetic Metals stock. 


| SECURITIES EXCHANGE ACT OF 1934 
Release No. 11967/December 31, 1975 


y | ADOPTION, EFFECTIVE IMMEDIATELY, OF 

vange | SECURITIES EXCHANGE ACT TEMPORARY 

pub- RULE 23a-2(T), RELATING TO THE REGULA- 

yem- TION OF CERTAIN NEWLY REGISTERED BROKERS 
AND DEALERS; PROPOSED AMENDMENT OF 
ECURITIES EXCHANGE ACT RULES 15b8-1, 15b8-2, 

is 9-1, 15b9-2 and 15b10-7. (File No. S7-608) 

rules 

urities 

tion 6 


The Securities and Exchange Commission today announced 
the adoption, effective immediately, of Securities Ex- 
change Act Temporary Rule 23a-2(T), which exempts, 
until March 1, 1976, any broker or dealer who was re- 
quired to register pursuant to Section 15 of the Securities 
Exchange Act of 1934 (the ‘‘Act’’) solely by reason of 
changes in that Act effected by the Securities Acts Amend- 
ments of 1975, Pub. L. No. 94-29, (June 4, 1975) (the 
“1975 Amendments”) from Securities Exchange Act Rules 
| 15b8-1 through 15b10-11. The Commission is also publish- 
ing for comment proposed amendments to Securities Ex- 
change Act Rules 15b8-1, 15b8-2, 15b9-1, 15b9-2 and 
S 15b10-7. 


lation 


Background 


, Currently, Securities Exchange Act Rules 15b8-1 through 
15b10-11 (the “SECO rules’’) prescribe a regulatory 
scheme for ‘“‘nonmember” brokers or dealers. A nonmem- 
ber broker or dealer is defined in the SECO rules as “any 
broker or dealer, including a sole proprietor, registered 

' under Section 15 of the Act, who is not a member of a 

| National securities association registered with the Commis- 
sion under Section 15A of the Act.’ (emphasis added). 
Those rules were adopted pursuant to provisions of the 
“curities Acts Amendments of 1964, Pub. L. No. 88-467 

ne g. 20, 1964), which authorized the Commission to 
adopt rules prescribing qualifications for and otherwise 
a regulating these brokers or dealers and their associated per- 


sons. At the time those rules were adopted, the Commission 
noted that the National Association of Securities Dealers, 
Inc. (“NASD”), the only registered securities association, 
and the various national securities exchanges required suc- 
cessful completion of a general securities examination as a 
prerequisite for entry by salesmen and others into the 
securities business and that the self-regulatory organiza- 
tions also required their members to observe regulations 
concerning selling practices, just and equitable principles of 
trade and standards of high commercial honor and suit- 
ability. 1/ 


To avoid unnecessary duplication of regulation, the SECO 
rules were, in general, intended to apply only to those 
broker-dealers whose principal business activities were not 
subject to the regulations of the various self-regulatory 
bodies. 2/ As contemplated by the 1964 Amendments, the 
SECO rules specifically apply to ““non-members,”’ thus ex- 
cluding members of the NASD, who are regulated by that 
association with respect to their over-the-counter transac- 
tions. Exchange members who effect transactions exclusive- 
ly on national securities exchanges were not heretofore 
required to be registered with the Commission under Sec- 
tion 15, and thus have been generally excluded from the 
SECO rules because those rules apply only to registered 
brokers or dealers. Those exchange members are regulated 
by the exchanges of which they are members. 


Rule 15b8-1, which relates to qualifications, has applied 
only to non-NASD brokers or dealers effecting transactions 
“otherwise than on a national securities exchange.” 
Furthermore, exchange members who did register because 
they did some over-the-counter business were specifically 
exempted, if they carried no accounts of customers and 
derived no more than $1,000 annual gross income from 
over-the-counter purchases and sales, from Rules 15b8-1, 
15b9-2, which relates to annual fees, and 15b10-1 through 
15b10-6, which relate to general business conduct, suit- 
ability, supervision of associated persons, discretionary 
authority and recordkeeping. Rules 15b10-8 and 15b10-9, 
which apply to public offerings of the securities of non- 
member broker-dealers or their affiliates, have not in 
practice been of concern to broker-dealers who do not 
effect over-the-counter transactions. Rule 15b10-10, which 
regulates certain practices of sellers of mutual funds and 
other investment company securities, is not relevant to 
broker-dealers who do no over-the-counter business. Rule 
15b10-11 sets forth mandatory fidelity bonding require- 
ments for non-member broker-dealers which are members 
of the Securities Investor Protection Corporation. Mem- 
bers in good standing and subject to the fidelity bonding 
requirements of certain national securities exchanges hav- 
ing bonding requirements generally comparable to Rule 
15b10-11 are exempt from that rule. 3/ 


Effects of 1975 Amendments 


As a result of amendments enacted by the 1975 Amend- 
ments to Section 3(a)(17) of the Act, which defines inter- 
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state commerce to include the intrastate use of any facility 
of a national securities exchange, and to Section 15(a)(1) 
of the Act, which relates to registration of brokers and 
dealers, previously unregistered brokers or dealers who 
trade exclusively on national securities exchange were re- 
quired to register with the Commission as of December 1, 
1975, the effective date of Section 15(a)(1), as amended. 
As a consequence of registering with the Commission, such 
brokers or dealers could become subject to the SECO rules, 
unless they satisfy the previously existing exemptions. 
Further, all newly registered broker-dealers who do not 
join the NASD would be required to comply with Rule 
15b9-1, which does not contain an exemption for those 
newly registered “nonmember” firms, by filing Form 
SECO-5 and paying the filing fee within 45 days from 
registration. 


The 1975 Amendments have also modified the sections of 
the Act pursuant to which the SECO rules were adopted. 
Under new Section 15(b)(7) (formerly Section 15(b)(8) ), 
the Commission is required, irrespective of organizational 
affiliation or market in which business is done, to establish 
standards of operational capability for all registered brok- 
ers and dealers, and minimum standards of training, experi- 
ence, competence, and such other qualifications for reg- 
istered brokers, dealers and all associated persons as the 
Commission finds necesSary or appropriate in the public 
interest or for the protection of investors. In addition, 
under new Sections 15(b)(8) and (9), (formerly Sections 
15(b)(9) and (10) ), the Commission’s SECO jurisdiction 
has been extended to transactions by non-NASD members 
on exchanges of which they are not members. 


In response to the 1975 Amendments the Commission has 
adopted, effective immediately, Securities Exchange Act 
Temporary Rule 23a-2(T) and is publishing for comment 
amendments to certain of the SECO rules. The proposed 
amendments would modify existing exemptions in Rules 
15b8-1,-15b9-2 and 15b10-7 (which provides an exemption 
from Rules 15b10-1 through 15b10-6), add an exemption 
to Rule 15b9-1, and generally expand the scope of the 
SECO rules in accordance with the Commission's expanded 
authority under new Sections 15(b)(7), 15(b)(8) and 
15(b)(9). 


Temporary Rule 23a-2(T). On December 1, 1975, a sig- 
nificant number of heretofore unregistered exchange mem- 
bers became registered with the Commission pursuant to 
Section 15(a) of the Act, and, as registered broker-dealers, 
those who do not elect to join the NASD become generally 
subject to the SECO rules. In order to preserve, for the 
time being, the present regulatory scheme of the SECO 
rules, whereby those rules are applicable to nonmember 
(of a national securities association) broker-dealers who are 
registered with the Commission pursuant to Section 15 of 
the Act, as that section was written prior to the 1975 
Amendments, Temporary Rule 23a-2(T), which is effective 
immediately, exempts from all the SECO rules any broker 
or dealer who was required to register pursuant to Section 
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15 of the Act solely by reason of amendments to the Act 
effected by the 1975 Amendments. Temporary Rule 
23a-2(T) expires on March 1, 1976. 4/ In the intervening 
period, the Commission will receive and consider com- 
ments on proposed amendments to the SECO rules which 
are discussed below. 












Proposed Amendments. The staff of the Commission is 
presently considering, in light of its broadened authority 
under new Section 15(b)(7), the question of what uniform 
minimum qualification standards should be applicable for 
the entire brokerage industry. Pending further considera- r 
tion of the qualification standards used by the NASD and ¢ 
by all exchanges, the Commission will continue to accept | , 
NASD members (and their associated persons) as qualified f 
( 
f 
f 


| 
| 


to participate in the over-the-counter market and members 
of registered national securities exchanges (and their 
associated persons) as qualified to trade on the exchanges 
of which they are members. A broker-dealer whose business | 
is limited to the particular market for which he has thus V 
qualified should not also be subject to the SECO rules. | 
Accordingly, in order to exempt from the SECO rules 2 
those exchange members whose securities business is in i 
d 
1 


practical effect limited to effecting transactions on a 

national securities exchange of which they are members, 

the Commission is proposing revised exemptions from 

those rules for such exchange members. i it 


tions from Rules 15b10-1 through 15b10-6) have previously 
contained provisions which exempt broker-dealers who | 
carry no accounts of customers and derive no more than 
$1000 annual gross income from transactions otherwise 
than on a national securities exchange. As the Commission 
explained when it adopted Rule 15b8-1, 5/ the purpose of j 
this exemption was to permit certain specialists and other 
floor members of national securities exchanges who intro- } 
duce accounts to other members to receive a portion of the } 
commissions paid on occasional over-the-counter transac- b 
tions on these introduced accounts, without becoming sub | c 
n 
: 


Rules 15b8-1, 15b9-2 and 15b10-7 (which provides exem f 
e 
n 
t 
F 
d 
n 
3 


ject to the SECO rules, so long as the income derived from 
those activities was nominal. The Commission proposes to 
revise the existing exemptions by substituting the phrase i 
“otherwise than on a national securities exchange of which $ 


he is a member” for the phrase “otherwise than on a i « 
national securities exchange.” The revision, which is being f 
proposed to conform the scope of the SECO rules to the b 
Commission’s authority under new Sections 15(b)(8) and a 
15(b)(9), would subject broker-dealers who effect transac- t 
tions on exchanges other than those of which they are t 
members to the SECO rules. 6/ } 3 

C 


Further, the Commission is proposing to revise the existing } i 
SECO exemptions to exclude, from the limitation on gross n 
income derived by a broker-dealer from transactions other g 
wise than on the exchange of which he is a member, inco' 
derived from transactions for the broker-dealer’s own : 
account which are effected with or through another broker | 7 
or dealer who is a member of the exchange on which such F 
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4ransactions are effected or who, in the case of over-the- 


Jounter transactions, is a member of a registered securities 
association or is qualified pursuant to Rule 15b8-1. 


The exemptions presently contained in Rules 15b8-1, 
15b9-2 and 15b10-7 would each be revised as described 
above, and a similar exemption would be added to Rule 
15b9-1. Rule 15b8-2, which provides that nonmember 
broker-dealers which have been expelled or suspended from 
aregistered national securities exchange or association, and 
individuals barred or suspended from association with any 
member of such association or exchange, for conduct in- 
consistent with just and equitable principles of trade are 
unqualified to engage in securities activities pursuant to 
former Section 15(b)(8) of the Act, and prescribes pro- 
cedures for obtaining from the Commission, upon an ap- 
propriate showing, relief from such disqualification, would 
not contain an exemption. The effect of this rule, prior to 
the 1975 Amendments, has been to prevent any person 
who has been expelled or suspended from, or barred from 
association with a member of, a securities association or 
exchange from being able to continue to engage in the 
over-the-counter securities business as a SECO broker- 
dealer. As a result of amendments to former Section 
15(b)(8) (now Section 15(b)(7) ), 7/ which directs the 
Commission to set qualification standards for the entire 
industry, Rule 15b8-2 now effectively disqualifies a person 

o has been expelled or suspended from, or barred from 

ociation with a member of, a securities association or 
exchange from engaging in securities activities in any 
market. To reflect its broadened authority to set qualifica- 
tion standards, the Commission also proposes to amend 
Rule 15b8-2 to make it applicable to all registered broker- 
dealers and their associated persons rather than just non- 
member (of a national securities association) broker-dealers 
and their associated persons. 


A person who has been expelled or suspended from, or 
barred from association with a member of, a securities ex- 
change or association may wish to remain or become a 
member, or become associated with a member, of another 
exchange or association and engage in securities activities 

in the market regulated by such organization. The Commis- 
sion believes that the recommendation of such other ex- 
change or association with respect to such person’s quali- 
fications to continue to engage in securities activities would 
be of assistance to the Commission in its review of an 
application for relief from disqualification made pursuant 
to paragraph (b) of Rule 15b8-2. The Commission proposes 
to amend paragraph (d) of that rule to permit the Commis- 
sion to defer a determination as to whether to grant or 

deny an application made pursuant to paragraph (b) pend- 
ing receipt of such recommendation; any such recom- 
mendation would also constitute the notice required to be 
given by exchanges or associations under Section 6(c) (2) 


7 15A(g)(2). 


The Commission is also proposing to revise paragraph (b) of 
Rule 15b8-2 to clarify the provisions of that paragraph. 


While generally exempting from the SECO rules broker- 
dealers who trade almost exclusively on an exchange of 
which they are members, the Commission believes that 
minimum qualification should be prescribed for broker- 
dealers trading on exchanges of which they are not mem- 
bers. Accordingly, the Commission is proposing to delete 
the parenthetical “(otherwise than on a national securities 
exchange)” from paragraph (a) of Rule 15b8-1 so that 
that rule would be applicable to nonmember (of the 
NASD) broker-dealers trading on exchanges of which they 
are not members as well as over-the-counter. 


In addition, the Commission proposes to substitute the 
phrase “‘otherwise than on a national securities exchange 
of which he is a member” for the phrase ‘‘otherwise than 
on a national securities exchange” in paragraph (d) of Rule 
15b9-1 to reflect the language of new Sections 15(b)(8) 
and 15(b)(9), which now authorize the Commission to 
prescribe regulation and collect fees to defray the cost 
thereof with respect to transactions by a nonmember 
broker-dealer otherwise than on a national securities ex- 
change of which it is a member. 


The 1975 Amendments, in amending Section 15(b) of the 
Act, have changed the numbering of the various paragraphs 
of that Section. The Commission intends to redesignate the 
rules promulgated under the principal provisions of Section 
15(b) at some time in the future, following the completion 
of textual revision of those rules. 


Statutory Basis 


The Securities and Exchange Commission, acting pursuant 
to the provisions of the Securites Exchange Act of 1934, 
15 U.S.C. 78a et seg., as amended by the Securities Act 
Amendments of 1975, Pub. L. No. 94-29 (June 4, 1975), 
and particularly Sections 15(b) and 23(a) thereof, hereby 
adopts Securities Exchange Act Temporary Rule 23a-2(T), 
as stated below, effective immediately, and is proposing 
amendments to Securities Exchange Act Rules 15b8-1, 
15b8-2, 15b9-1, 15b9-2 and 15b10-7 (17 CFR 240.15b8-1, 
15b8-2, 15b9-1, 15b9-2 and 15b10-7), as stated below. 


Text of Temporary Rule 23a-2(T) 


Securities Exchange Act Temporary Rule 23a-2(T), as 
adopted, reads as follows: 


Temporary Rule 23a-2(T) Temporary exemption for cer- 
tain registered brokers and dealers. 


(a) The following rules of the Commission shall not apply 
to any broker or dealer who was required to register pur- 
suant to Section 15 of the Act solely by reason of amend- 
ments to the Act effected by the Securities Acts Amend- 
ments of 1975, Pub. L. No. 94-29 (June 4, 1975): 
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Rules 15b8-1 15b10-4 
15b8-2 15b10-5 
15b9-1 15b10-6 
15b9-2 15b10-7 
15b10-1 15b10-8 
15b10-2 15b10-9 
15b10-3 15b10-10 

15b10-11 


(b) This temporary rule shall expire on March 1, 1976. 
Text of Rules as Proposed to be Amended 


Securities Exchange Act Rule 15b8-1, 17 CFR 240.15b8-1, 
would be amended to read as follows (additions in Italics; 
deletions are [bracketed] ): 


Rule 15b8-1 Qualifications and fees relating to brokers or 
dealers who are not members of a national securities 
association. 


(a) No nonmember broker or dealer shall effect any trans- 
action in, or induce the purchase or sale of, any security 
[(otherwise than on a national securities exchange) } unless 
such nonmember broker or dealer meets all of the follow- 
ing conditions: 


(1) through (4) (no change) 


(b) Any nonmember broker or dealer who is a member of a 
national securities exchange shall be exempt from this rule 
if (1) he carries no accounts of customers, and (2) his 
annual gross income derived from purchases and sales of 
securities otherwise than on a national securities exchange 
of which he is a member is in an amount no greater than 
$1,000, provided however, that gross income derived from 
transactions otherwise than on such national securities ex- 
change which are effected for his own account with or 
through a broker or dealer who is a member of the national 
securities exchange on which such transactions are effected 
or, in the case of transactions otherwise than on a national 
securities exchange, is a member of a registered securities 
association or is qualified under paragraph (a) of this rule 
shall not be subject to such limitation. 


(c) (no change) 


Securities Exchange Act Rule 1558-2, 17 CFR 240.15b8-2, 
would be amended to read as follows: 


Rule 15b8-2 Disqualification of non-member brokers and 
dealers and their associated persons — association or ex- 
change disciplinary actions. 


(a) No registered [nonmember] broker or dealer or associ- 
ated person of a registered [nonrnember] broker or dealer 
shall be deemed qualified pursuant to section 15(b)(Z) [{(8)] 
of the Act, if, by action of a registered national securities 
association or exchange, such nonmember broker or dealer 


906/SEC DOCKET 





or associated person has been and is expelled or suspended 
from such association or exchange or has been and is barred 
or suspended from being associated with all members of 
such association or exchange for violation of any such 
association or exchange rule which prohibits any act or 
transaction constituting conduct inconsistent with just and | 
equitable principles of trade or requires any act the omis- 
sion of which constitutes conduct inconsistent with just 

and equitable principles of trade. | 






(b) Upon written application with respect to any person 
deemed unqualified to engage in securities activities pur- } 
suant to paragraph (a) of this section, the Commission may, 
[if it finds it appropriate in the public interest and for the 
protection of investors and to carry out the purposes of 
section 15(b)(8), after notice and opportunity for hearing 
and] subject to such terms and conditions as it may de- 
termine to be necessary or desirable, find that the public 
interest and protection of investors do not require that 
such person be deemed unqualified tu engage in securities 
activities [notwithstanding such association or exchange 
action such person may engage in securities activities pur- 
suant to such section]. The receipt by the Commission of 
such application shall operate as a stay of the disqualifica- 
tion provisions of paragraph (a) of this section pending the 
Commission’s determination with respect to the merits of 
the application. [Such] The application for a person who 
proposes to become associated with a registered broker or 
dealer should ordinarily be made by the prospective em- 
ployer of such person. 





(c) (no change). 


(d) Where it deems it appropriate to do so, the Commission 
may grant or deny an application or issue any other find- 
ings pursuant te paragraph (b) of this section on the basis 
of the papers filed without oral hearings. The Commission 
may defer its determination to grant or deny an application 
or issue any other findings pursuant to paragraph (b) of 
this section pending receipt of the recommendation of any 
securities exchange or association of which such broker or 
dealer wishes to remain or become a member, or with re- 
spect to a member of which such person wishes to become 
associated, as to the qualifications of such broker, dealer or 
person to engage in securities activities as a member, or per- 
son associated with a member, of such exchange or 
association. 


(e) (no change). 


Paragraph (f)(1) would be delted and paragraph (f) (2) 
would be designated as paragraph (f). 


Securities Exchange Act Rule 15b9-1, 17 CFR 240.15b9-1, 
would be amended to read as follows: 


not members of a registered national securities association 


/ 
Rule 15b9-1 Initial fees for registered brokers and dealers ( 
and their associated persons. 





ded a) through (c) (no change) 
arred 
f (d) No nonmember broker or dealer shall effect any trans- 
action in, or induce the purchase or sale of, any security, 

| otherwise than on a national securities exchange of which 
and | heisamember, unless he has complied with the applicable 
is- | provisions of this section. 
t 

Paragraph (e) would be designated as paragraph (f) and a 

} new paragraph (e) would be added as follows: 
gt | 
r }  (e) Any nonmember broker or dealer who is a member of a 
may, national securities exchange shall be exempt from this rule 
the if (1) he carries no accounts of customers, and (2) his 
f | annual gross income derived from purchases and sales of 
ing securities otherwise than on a national securities exchange 
| of which he is a member is in an amount no greater than 
lic $1,000, provided however, that gross income derived from 
: transactions otherwise than on such national securities ex- 
ties change which are effected for his own account with or 
Je through a broker or dealer who is a member of the national 
jur- securities exchange on which such transactions are effected 
1 of or, in the case of transactions otherwise than on a national 
ica- securities exchange, is a member of a registered securities 
j the association or is qualified pursuant to paragraph (a) of 
5 of Rule 15b8-1 (8240.15b8-1 of this chapter) shall not be 
yho subject to such limitation. 


r or 
n- ae Exchange Act Rule 15b9-2, 17 CFR 240.15b9-2, 
uld be amended to read as follows: 
Rule 15b9-2 Annual fees for registered brokers and dealers 
ot members of a registered national securities association. 


ission 

nd- | (a) through (e) (no change) 

asis 

sion f} Exemptions. A broker or dealer shall be exempt from 

pation | (not be required to pay the fees prescribed by] this section 

of f 

f any 

er OF (f)(1) and (f)(2) (no change) 

re- 

some 3)(i) He is a member of a national securities exchange, (ii) 

yer or he carries no accounts for customers, and (iii) his annual 

or per- gross income derived from purchases [,] and sales [and 
exchanges] of securities otherwise than on a national 
securities exchange of which he is a member is in an amount 
no greater than $1,000, provided however, that gross 
income derived from transactions otherwise than on such 
national securities exchange which are effected for his own 

| account with or through a broker or dealer who is a mem- 
ber of the national securities exchange on which such trans- 
actions are effected or, in the case of transactions otherwise 

5b9-1, than on a national securities exchange, is a member of a 


ie (a) of Rule 15b8-1 (8240.15b8-1 of this chapter) 
alers all not be subject to such limitation. 


ation 





¢ registered securities asscciation or is qualified pursuant to 
Securities Exchange Act Rule 15b10-7, 17 CFR 240.15b10- 


7, would be amended to read as follows: 
Rule 15b10-7 Exemption for certain exchange members. 


Any nonmember broker or dealer who is a member of a 
national securities exchange shall be exempt from this rule 
if (1) he carries no accounts of customers, and (2) his 
annual gross income derived from purchases and sales of 
securities otherwise than on a national securities exchange 
of which he is a member is in an amount no greater than 
$1,000, provided however, that gross income derived from 
transactions otherwise than on such national securities ex- 
change which are effected for his own account with or 
through a broker or dealer who is a member of the national 
securities exchange on which such transactions are effected 
or, in the case of transactions otherwise than on a national 
securities exchange, is a member of a registered securities 
association or is qualified pursuant to paragraph (a) of 
Rule 15b8-1 (8240.15b8-1 of this chapter) shall not be 
subject to such limitation. 


*ns £#* 


The Commission, for good cause, finds that notice and 
public procedure pursuant to 5 U.S.C. 553(b) on Tem- 
porary Rule 23a-2(T) are impracticable and contrary to the 
public interest because, as of December 1, 1975, a sig- 
nificant number of exchange members have become reg- 
istered with the Commission under Section 15 of the Act 
and, absent appropriate exemptions, would be subject to 
the SECO rules. Further, because Temporary Rule 
23a-2(T) grants an exemption from existing requirements, 
publication of the rule prior to its effective date, p''rsuant 
to 5 U.S.C. 553(d) is not required. Accordingly, Tempor- 
ary Rule 23a-2(T) becomes effective immediately. The 
Commission finds that Temporary Rule 23a-2(T) will not 
impose any burden on competition. 


Interested persons are invited to submit written data, views 
and arguments concerning the proposed amendment of 
Rule 15b8-1, 15b8-2, 15b9-1, 15b9-2 and 15b10-7 by 
January 25, 1976. Persons desiring to make written sub- 
mission should file six copies thereof with the Secretary of 
the Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. S7-608. All written comments 
will be available at the Commission’s Public Reference 
Room, 1100 L Street, N.W., Washington, D.C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ See Securities Exchange Act Release Nos. 7697 (Sept. 7, 
1965), 30 Fed. Reg. 11673 (Sept. 11, 1965); 8135 (July 
27, 1967), 32 Fed. Reg. 11637 (Aug. 11, 1967); 8308 
(May 8, 1968), 33 Fed. Reg. 7075 (May 11, 1968). 
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2/ See; e.g., Securities Exchange Act Release No. 8035 
(July 27, 1967), 32 Fed. Reg. 11637 (Aug. 11, 1967). 


3/ Members of the American, Boston, Midwest, New York, 
Pacific and PBW Stock Exchanges and the Chicago Board 
Options Exchange are currently exempt. The Commission 
is not, at this time, proposing to amend the exemption 
from Rule 15b10-11. The Commission is considering 
further revisions in Rule 15b10-11 and may amend the 
exemption from that rule sometime in the future. 


4/ The Commission has provided, in Securities Exchange 
Act Rule 23a-1(T), a temporary exemption, effective until 
March 1, 1976, from certain of the SECO rules for persons 
who are brokers or dealers solely by reason of acting as a 
municipal securities broker or municipal securities dealer, 
or in the case of certain rules, to any other broker or dealer 
insofar as such broker or dealer acts as a municipal securi- 
ties broker or municipal securities dealer. The Commission 
is also proposing further amendments to the SECO rules to 
accommodate those rules to the regulatory scheme for 
municipal securities brokers and dealers embodied in the 
1975 Amendments. See Securities Exchange Act Release 
No. 11876 (Nov. 26, 1975). 


5/ Securities Exchange Act Release No. 7697 (Sept. 7, 
1965), 30 Fed. Reg. 11673 (Sept. 11, 1965). 


6/ Under new Section 6(f) of the Act, the Commission may 
also require any broker or dealer not a member of a 
national securities exchange effecting transactions on such 
exchange on a regular basis to comply with such rules of 
such exchange as the Commission may specify. 


7/ The reference to Section 15(b)(8) in paragraph (a) of 
Rule 15b8-2 would be changed to 15(b)(7) to reflect a 
change in numbering effected by the 1975 Amendments. 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11968/December 31, 1975 


The Securities and Exchange Commission announced pur- 
suant to Section 12(k) of the Securities Exchange Act of 
1934 (“Exchange Act’’) the temporary suspension of ex- 
change and over the counter trading for the single ten day 
period commencing at 4:00 p.m. (EST) on December 31, 
1975 and terminating at midnight (EST) on January 9, 
1976 of the securities of Conrac Corporation, a New York 
corporation with principal executive offices located at 330 
Madison Avenue, New York, New York 10017. 


The Commission initiated the suspension of trading in the 
securities of Conrac Corporation because of questions 
which have arisen concerning the trading activity in the 
securities of Conrac Corporation. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
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the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 






Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quote- 
tion may be entered unless and until they have strictly 
complied with all of the provisions of said rule. If any 
broker or dealer has any questions as to whether or not he 
has complied with said rule, he should not enter any quota- 
tion but immediately contact the staff of the Division of 
Enforcement in Washington, D.C. If any broker or dealer is 
uncertain as to what is required by Rule 15c2-11, he should 
refrain from entering quotations relating to the securities in 
question until such time as he has familiarized himself with 
said rule and is certain that all of its provisions have been 
met. If any broker or dealer enters any quotation which is 
in violation of said rule, the Commission will consider the 
need for prompt enforcement action. 






| 
| 
| 
| 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19309/December 24, 1975 i 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 
(70-5642) 


THIRD SUPPLEMENTAL ORDER AUTHORIZING 
EXTENSION OF TIME FOR TRANSACTIONS 
RELATED TO FINANCING OF 

POLLUTION CONTROL FACILITIES 


—_ — 


Arkansas Power & Light Company (*’Arkansas”’), an elec- 
tric utility subsidiary company of Middle South Utilities, 
Inc., a registered holding company, has filed with this Com- 
mission a third post-effective amendment to the applica- 
tion in this proceeding pursuant to Sections 9(a) and 10 of 
the Public Utility Holding Company Act of 1935 (“Act”) 
regarding the following proposed transactions. 


By order in this proceeding dated April 9, 1975 (HCAR No 
18921), the Commission authorized Arkansas to enter into 
an installment sale agreement (“Agreement”) with Pope 
County, Arkansas (“County”), and by supplemental orders 
dated June 13, 1975, and August 19, 1975 (HCAR Nos. 
19041 and 19133) extensions until December 31, 1975, 
were granted to complete the transactions. Said Agreement 
will provide for the acquisition, construction, and installa-Ae 
tion of pollution control facilities by the Company on be- 
half of the County and the issuance by the County of its 
Pollution Control Revenue Bonds in principal amount 


) 













presently estimated not to exceed $49,100,000, sufficient 
to cover the Cost of Construction, as defined in the Agree- 
ment, of the pollution control facilities. Arkansas is to con- 
vey to the County such portions of the pollution control 
facilities as are now owned by the company. The proceeds 
resulting from the issuance of the Revenue Bonds will be 
applied to the payment of the Cost of Construction. 


The Agreement also will provide for the sale of the pollu- 
tion control facilities by the County to Arkansas and the 
payment by the company of the purchase price, together 
with interest thereon, in semi-annual installments over a 
term of years. The purchase price of the pollution control 
facilities payable by Arkansas will be such amount as shall 
be sufficient to pay the principal of the Revenue Bonds as 
the same becomes due and payable. The company under 
the Agreement will also agree to pay interest on the unpaid 
balance of the purchase price of the pollution control 
facilities equal to the premium, if any, and interest on the 
Revenue Bonds. 


a , 
ao 
—eE 


4 
— 
= 


Jurisdiction was reserved by the Commission with respect 
to the semi-annual installment payment obligations to be 
undertaken by Arkansas pursuant to the proposed Agree- 
nae ment with the County, insofar as they are affected by the 
effective interest rate or rates of the Revenue Bonds. 


— 
Oo 


The third post-effective amendment states that Arkansas 
7 has not proceeded with the proposed transactions, because 

it is still awaiting a determination by the Internal Revenue 
Service as to which facilities in connection with a nuclear 
generating station will be treated as pollution control 
facilities within the meaning of Section 103 of the Internal 
Revenue Code of 1954, as amended. Accordingly, Arkansas 

I requests that time for completing the proposed transactions 

| be extended until June 30, 1976. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
| the interest of investors and consumers that said applica- 

tion, as now amended, be granted: 


2C- 
2S, 
Com- 


} IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application, as now 

} amended, be, and it hereby is, granted, effective forthwith, 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


0 of 
t’’) 


R No 


into IT IS FURTHER ORDERED that jurisdiction be, and it 


hereby is, reserved with respect to the semi-annual install- 
ment payment obligations to be undertaken by Arkansas 
Pursuant to the proposed Agreement with the County, inso- 
far as they are affected by the effective interest rate or 

rates of the Revenue Bonds to be sold by the County in 
connection with transactions proposed in this proceeding. 


rders 





For the Commission, by the Division of Corporate Regula- 


tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19310/December 24, 1975 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 
(70-5592) 


SUPPLEMENTAL ORDER EXTENDING TIME 
FOR CONSUMMATION OF PREVIOUSLY AUTH- 
ORIZED SALE OF INTEREST IN ELECTRIC 
GENERATING AND TRANSMISSION FACILITIES 


Georgia Power Company (“Georgia’’), an electric utility 
subsidiary of The Southern Company, a registered holding 
company, has filed a post-effective amendment to its 
previously amended declaration with this Commission pur- 
suant to Section 12(d) of the Public Utility Holding Com- 
pany Act of 1935 (“‘Act’’) and Rule 24 promulgated there- 
under as applicable to the following proposal. 


By order dated December 31, 1974 (HCAR No. 18750), 
the Commission authorized Georgia to sell an undivided 
interest in electric generating units, together with transmis- 
sion facilities associated therewith, to the Oglethorpe Elec- 
tric Membership Corporation. The units involved were two 
nuclear generating units (“Hatch Units’’) and two fossil 
fuel units (“Wansley Units’’). 


In its declaration, Georgia stated that closing on the pro- 
posed sale of the Hatch Units was scheduled for January, 
1975. The sale of these units has been consummated. 
Georgia also stated that the scheduled closing on the 
Wansley Units would be in late 1975. Georgia now states 
that the sale of the Wansley Units will not take place until 
early 1976. Accordingly, it now requests, pursuant to Rule 
24(c)(1), that the Commission’s order, insofar as it ap- 
proved the sale of the Wansley Units, be extended through 
March 1, 1976. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
sale of the Wansley Units. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
post-effective amendment, be permitted to become effec- 
tive: 
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iT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19311/December 24, 1975 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 
(70-5580) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
NOTES TO BANKS AND TO DEALER IN COM- 
MERCIAL PAPER; EXCEPTION FROM 
COMPETITIVE BIDDING 


Louisiana Power & Light Company (‘Louisiana’), a public- 
utility subsidiary company of Middle South Utilities, Inc. 
(“Middle South”’), a registered holding company, has filed 
with this Commission a post-effective amendment to the 
declaration in this proceeding pursuant to Sections 6(a) and 
7 of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 50(a)(5) promulgated thereunder regard- 
ing the following proposed transactions. 


By order in this proceeding issue on December 23, 1974 
(HCAR No. 18728), Louisiana was authorized to issue and 
sell its short-term notes to a group of banks and to a dealer 
in commercial paper through June 30, 1976, with maturities 
not later than December 31, 1976. An exception from 
competitive bidding was granted. The presently effective 
loan commitments from the banks terminate on December 
31, 1975. Louisiana has obtained new bank loan commit- 
ments for the period January 1, 1976, through December 
31, 1976, and the respective maximum amounts which 
may be borrowed by Louisiana from the banks participat- 
ing in these bank loansduring the period through December 
31, 1976, are as follows: 


Maximum 
Amount 
The Chase Manhattan Bank (National 
Association), New York, N.Y. $20,000,000 
Whitney National Bank of New 
Orleans, La. 8,000,000 
First National Bank of Commerce, 
New Orleans, La. 6,000,000 
The Hibernia National Bank in New 
Orleans, La. 2,500,000 
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National American Bank of New Orleans, La. 2,000,000 


Irving Trust Company, New York, N.Y. 2,000,000 
The National Bank of Commerce in 

Jefferson Parish, New Orleans, La. 750,000 
The Bank of New Orleans and Trust 

Company, New Orleans, La. 500,000 
Central Bank, Monroe, La. 500,000 
First State Bank & Trust Company, 

Bogalusa, La. 300,000 
First National Bank of Jefferson Parish, 

Gretna, La. 200,000 
Assumption Bank and Trust Company, 

Napoleonville, La. 170,000 
First National Bank of West Monroe, La. 150,000 
American Bank and Trust Company in 

Monroe, La. 100,000 
Bank of Louisiana in New Orleans, La. 100,000 
Bastrop National Bank, Bastrop, La. 100,000 
Guaranty Bank & Trust Company, Gretna, La. 100,000 
Metairie Bank and Trust Company, 

Metairie, La. 100,000 


Terrebonne Bank & Trust Company, Houma, La. 100,000 


ire Ouachita National Bank in Monroe, La. 100,000 
First Guaranty Bank, Hammond, La. 75,000 
Bank of the South, Gretna, La. 60,000 
: ranklin State Bank & Trust 

Company, Winnsboro, La. 50,000 
Winnsboro State Bank & Trust Company, 

Winnsboro, La. 50,000 
Bank of Morehouse, Bastrop, La. 25,000 


Citizens Bank & Trust Company, Thibodaux, La. 20,000 
$44,050,000 


Terms of the borrowings are unchanged from the presently 
effective commitments, but increases in the amounts of the 
commitments of three of the banks are effected. Auth- 
orization is now requested for Louisiana to make bank bor- 
rowings in accordance with the commitment amounts set 
forth above commencing January 1, 1976. Authorization 
is also requested for the borrowing period with respect to 
both bank loans and sales of commercial paper notes to be 
extended through December 31, 1976 (with maturities not 
later than December 31, 1976, as heretofore authorized). 
In all other respects the proposed transactions remain un- 
changed. 


It is stated that Louisiana maintains accounts with the 
lending banks; that at September 30, 1975, the balances in 
such accounts aggregated $3,390,100; and that, although 
the balances in some of these accounts may be deemed to 
be compensating balances, most of these bank accounts 
are working accounts and fluctuations in their balances do 
not reflect or depend upon fluctuations in the respective 
amounts of such bank loans outstanding. The minimum 
balances customarily maintained in such bank accounts 
aggregate $2,391,000. Louisiana believes that these 
balances are adequate as of this time. If minimum balances 
of 10% or 20% were required, the effective rate of jnterest 
would be 8.33% or 9.38%, respectively, using a prime 
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rate of 72%. 


Louisiana’s construction program contemplates expendi- 
tures of approximately $125,000,000 in 1975 and 
$145,000,000 in 1976. The net proceeds of the borrowings 
proposed will be used, together with other funds available 
to Louisiana, for the construction of new facilities, for 
additions and improvements to present facilities, and for 
other corporate purposes. 


The issue and sale of Louisiana’s commercial paper is 
exempt from the competitive bidding requirements of Rule 
50 by reason of clause (a)(5) thereof, inasmuch as the 
maturity of the commercial paper will be nine months or 
less, current rates for prime borrowers such as Louisiana 

are published daily in financial publications, and it is not 
practical to invite bids for commercial paper. Further- 
more, Louisiana will file certificates under Rule 24 with 
respect to the commercial paper on a quarterly basis. 


No State or Federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transactions. 


Due notice of the filing of said post-effective amendment 
has been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19266), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said post-effec- 
tive amendment be permitted to become effective: 


IT 1SORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19312/December 24, 1975 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
MIDDLE SOUTH ENERGY, INC. 
225 Baronne Street 

New Orleans, Louisiana 70112 


\\b §(705781) 


NOTICE OF PROPOSED ISSUE AND SALE OF 


COMMON STOCK BY SUBSIDIARY COMPANY 
TO HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that Middle South Utilities, 
Inc. (“Middle South’), a registered holding company, and 
Middle South Energy, Inc. (“MSE1I”’), a subsidiary company 
of Middle South, have filed an application-declaration with 
this Commission, pursuant to the Public Utility Holding 
Company Act of 1935 (““Act’’), designating Sections 6(a), 
7, 9(a), 10, and 12(f) of the Act and Rules 43 and 50(a)(3) 
promulgated thereunder as applicable to the proposed 
transactions. All interested persons are referred to the 
application-declaration, which is summarized below, for a 
complete statement of the proposed transactions. 


MSEI proposes to issue and sell to Middle South (the 
holder of all of the issued and outstanding shares of 
MSEI’s common stock. no par value per share), and Middle 
South proposes to acquire, 53,000 additional shares of 
MSEI’s common stock, for an aggregate purchase price of 
$53,000,000 in cash. Middle South and MSE! believe it 
preferable for the additional common stock to be sold at 
times coinciding with MSEI‘s cash needs, which are 
primarily determined by the nature and pace of the con- 
struction work on its Grand Gulf Nuclear Electric Station 
near Vicksburg, Mississippi. Accordingly, the applicants- 
declarants request authority to consummate the proposed 
transactions at various times through December 31, 1976. 


It is stated that no State commission, and no Federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. It is further stated that no 
special or separate expenses are anticipated in connection 
with the issuance and sale of the common stock except 
legal fees estimated not to exceed $5,000. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 19, 1976, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration, which he 
desires to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the ap- 
plicants-declarants at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the application-declaration, as filed or as it 
may be amended, may be granted and permitted to be- 
come effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as provided 
in Rules 20(a) and 100 thereof or take such other action 
as it may deem appropriate. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
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any notices and orders issued in this matter, including the 
date of the hearing (if ordered) and any postonements 
thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19313/December 24, 1975 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 
(70-5767) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK BY SUBSIDIARY COM- 
PANY TO HOLDING COMPANY 


Middle South Utilities, Inc. (“Middle South”’), a registered 
holding company, and Louisiana Power & Light Company 
(“Louisiana’”’), a public-utility subsidiary company of Mid- 
dle South, have filed an application-declaration and an 
amendment thereto with this Commission, pursuant to 
Sections 6(a), 7, 9(a), 10, and 12(f) of the Public Utility 
Holding Company Act of 1935 (“Act’’), and Rule 43 
promulgated thereunder as applicable to the proposed 
transactions. 


Louisiana proposes to issue and sell to Middle South (the 
holder of all of the issued and outstanding shares of 
Louisiana’s no par value common stock), and Middle South 
Proposes to acquire, 2,700,000 additional shares of 
Louisiana’s common stock, for an aggregate purchase price 
of $15,000,000 in cash. Louisiana further proposes, con- 
currently with the consummation of the proposed stock 
sale, and in order to strengthen its capital structure for the 
benefit of holders of all classes of its securities, to increase 
the stated value of that part of its capital stock represented 
by the 37,600,000 shares of its common stock which will 
then be outstanding from $236,615,000 to $238,760,000 
by transferring $2,145,000 from its Retained Earnings 
Account to its Common Stock Account. Louisiana pro- 
poses to use the net proceeds from the sale of the addi- 
tional common stock for its construction program, esti- 
mated at $127,000,000 for 1975, for the payment of out- 
standing short-term promissory notes, and for other 
corporate purposes. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
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transactions. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19265), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of the facts in the record, it is hereby found that the ap- 
plicable standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; and 
that it is appropriate in the public interest and in the 
interest of investors and consumers that said application- 
declaration, as amended, be granted and permitted to be- 
come effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19314/December 24, 1975 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
SYSTEM FUELS, INC. 
New Orleans, Louisiana 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


MISSISSIPPI POWER & LIGHT COMPANY 
Jackson, Mississippi 


NEW ORLEANS PUBLIC SERVICE INC. 
New Orleans, Louisiana 
(70-5415) 


SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE 
AND SALE OF NOTES BY FUEL SUPPLY 
SUBSIDIARY TO OPERATING SUBSIDIARIES 


System Fuels, Inc. (‘SFI’), a jointly-owned nonutility, 
fuel-supply subsidiary company of Arkansas Power & 

Light Company, Louisiana Power & Light Company, Mis- 
sissippi Power & Light Company, and New Orleans Public 
Service Inc. (collectively referred to as “Operating Com- 
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panies”), each an electric utility subsidiary company of 
Middle South Utilities, Inc., a registered holding company, 
and the above-named companies have filed with this Com- 
mission a post-effective amendment to the application- 
declaration in this proceeding pursuant to Sections 6(a), 

7, 9(a), and 10 of the Public Utility Holding Company Act 
of 1935 (“Act’’) regarding the following proposed trans- 
actions. 


By order in this proceeding dated December 17, 1973 
(HCAR No. 18221), the Commission, among other things, 
authorized SFI to issue and sell its notes to the Operating 
Companies pursuant to a loan agreement dated January 1, 
1974, with the Operating Companies, whereby SF! would 
borrow from time to time through December 31, 1975, and 
only to the extent that outside sources of financing were 
not available, an aggregate amount not to exceed 
$90,000,000 outstanding at any one time. This amount 
was exclusive of $30,000,000 previously authorized to be 
borrowed by SFI from the Operating Companies (HCAR 
No. 17400 (December 17, 1971) ). SFI has borrowed 
$18,000,000 of the $90,000,000 available under the 1974 
loan agreement. 


SFI now intends to amend the 1974 loan agreement and 
requests Commission authorization to borrow and reborrow 
from the Operating Companies (in addition to the 
$30,000,000 authorized in 1971) from time to time through 
December 31, 1976, an aggregate amount not to exceed 
$130,000,000 outstanding at any one time. Other than the 
date of expiration and the amount of borrowings there- 
under, the terms of the 1974 loan agreement would remain 
unchanged. Each of the Operating Companies will provide, 
for each loan under the agreement, an amount in such 
proportion as its kwh sales for the preceding calendar year 
bear to the total kwh sales of the Operating Companies for 
that year, computed in both cases by including sales to 

rural electric cooperatives and municipalities but excluding 
sales to other public utilities. 


The proceeds derived from borrowings from the Operating 
Companies under the 1974 loan agreement, as to be 
amended, and proceeds from external financing will be 
used to fund SFI’s 1976 Program which will require esti- 
mated additional expenditures by SFI of $27,000,000, of 
which $12,000,000 is for fuel procurement, $9,000,000 is 
for fuel storage and handling, and $6,000,000 is for fuel 
transportation. 


No State commission and no Federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Due notice of the filing of said post-effective amendment 
to the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR 
No. 19270), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards 


of the Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is appropri- 
ate in the public interest and in the interest of investors and 
consumers that said application-declaration, as amended by 
said post-effective amendment, be granted and permitted 
to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended by said post-effective amendment, be, 
and it hereby is, granted and permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19315/December 24, 1975 


In the Matter of 


ALABAMA POWER COMPANY 
600 North 18th Street 
Birmingham, Alabama 35291 
(70-5779) 


NOTICE OF PROPOSED TRANSACTIONS 
RELATED TO FINANCING OF POLLUTION 
CONTROL FACILITIES 


NOTICE IS HEREBY GIVEN that Alabama Power Com- 
pany (““Alabama”’), an electric utility subsidiary company 
of The Southern Company, a registered holding company, 
has filed an application with this Commission designating 
Sections 6(b) and 9(a) of the Public Utility Holding Com- 
pany Act of 1935 (““Act’’) and Rule 50(a)(5) promulgated 
thereunder as applicable to the proposed transactions. 

All interested persons are referred to the application, 
which is summarized below, for a complete statement of 
the proposed transactions. 


Alabama states that in order to comply with prescribed air 
and water quality control standards of the State of Ala- 
bama, it has been and will be necessary to construct certain 
pollution control facilities. The filing relates to Alabama’s 
proposal for its disposition and acquisition and the financ- 
ing of its 60% undivided interest in pollution control facili- 
tiés for use in connection with the Greene County Steam 
Plant (““Eutaw Project’’) and to the completion of transac- 
tions consummated pursuant to authority of this Commis- 
sion (HCAR Nos. 18269 and 18289 dated January 30, 
1974, and February 22, 1974, respectively) in respect of 
certain pollution control facilities at Alabama’s Unit No. 5 
at the Ernest C. Gaston Steam Plant (‘Wilsonville Proj- 
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ect”), located near the Town of Wilsonville, Alabama. It is 
intended that the Industrial Development Board of the 
City of Eutaw and of the Town of Wilsonville will issue 
their respective pollution control revenue bonds for the 
purpose of paying the costs of constructing and equipping 
pollution control facilities at said plants. 


Alabama proposes to enter into an Installment Sale Agree- 
ment (‘‘Eutaw Agreement”) with the Eutaw Board which 
will provide for the acquisition, construction, installation, 
and equipping of the Eutaw Project by the Eutaw Board 
and the issuance by the Eutaw Board of Revenue Bonds in 
aggregate principal amount presently estimated not to ex- 
ceed $11,000,000 to cover a portion of the Cost of Con- 
struction (as defined in the Euta Agreement) of the Eutaw 
Project. The proceeds of the sale of the Eutaw Revenue 
Bonds will be deposited by the Eutaw Board with the 
Trustee (““Eutaw Trustee”) under an indenture to be en- 
tered into between the Eutaw Board and such Trustee 
(“Eutaw Indenture”) pursuant to which the Eutaw Rev- 
enue Bonds are to be issued and secured. Such proceeds, 
other than accrued interest, will be applied to payment of 
the Cost of Construction of the Eutaw Project. The Eutaw 
Agreement also will provide for the sale of the Eutaw 
Project to Alabama, the payment by Alabama of the pur- 
chase price of the Eutaw Project in semi-annual install- 
ments over a term of years, and the assignment to the 
Trustee of the Eutaw Board’s interest in, and of the 
moneys receivable by the Eutaw Board under, the Eutaw 
Agreement. The Eutaw Agreement will provide that the 
purchase price of the Eutaw Project payable by Alabama 
will be such amount, including interest thereon, as shall be 
sufficient (together with other moneys held by the Trustee 
under the Eutaw Indenture for that purpose) to pay the 
principal of and interest on the Eutaw Revenue Bonds as 
the same become due and payable. The Eutaw Agreement 
will also obligate Alabama to pay the fees and charges of 
the Trustee. The Eutaw Agreement will provide (a) that 
Alabama may at any time prepay the purchase price, includ- 
ing interest thereon, of the Eutaw Project, in whole or in 
part, such payment to be sufficient to redeem or purchase 
the outstanding Eutaw Revenue Bonds in the manner and 
to the extent provided in the Eutaw Indenture, including 
applicable premiums which will be 3% of the principal 
amount in the eleventh year and which will reduce by % of 
1% each year thereafter and (b) that Alabama may prepay 
the purchase price of the Eutaw Project, including interest 
thereon, in whole at the option of Alabama without 
premium in certain situations. The Eutaw Revenue Bonds 
will mature in 30 years and will be entitled to the benefit 
of serial maturities and/or a mandatory redemption sinking 
fund calculated to retire not less than 25% of the aggregate 
principal amount of such bonds prior to maturity. 


Alabama also proposes to enter into an amendment 
(“Wilsonville Amendment’’) to the Installment Sale Agree- 
ment dated as of February 1, 1974, between the Wilson- 
ville Board and Alabama (“Wilsonville Agreement’’) pur- 
suant to which the Wilsonville Board purchased the then 
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existing portions of the Wilsonville Project, undertook to 
complete its construction, and agreed to sell the completed 
Wilsonville Project to Alabama for a purchase price pay- 
able in semi-annual installments over a term of years. The 
Wilsonviile Board issued its pollution control revenue 
bonds (‘Wilsonville Original Bonds’’) in the aggregate 
principal amount of $19,600,000, then estimated to be 
sufficient to cover the Cost of Construction (as defined in 
the Wilsonville Agreement) of the Wilsonville Project. The 
proceeds of the sale of the Wilsonville Original Bonds were 
deposited by the Wilsonville Board with the trustee 
(“Wilsonville Trustee”’) under an indenture entered into 
between the Wilsonville Board and the Wilsonville Trustee 
(“Wilsonville Indenture”) pursuant to which the Wilson- 
ville Original Bonds were issued and secured. Such proceeds 
have been applied to payment of the Cost of Construction 
of the Wilsonville Project. However, Alabama has deter- 
mined that the total Cost of Construction of the Wilson- 
ville Project will exceed the proceeds of the Wilsonville 
Original Bonds. Consequently, Alabama proposes to enter 
into the Wilsonville Amendment with the Wilsonville 
Board as required by the Wilsonville Agreement to provide 
for additional payments of purchase price for the Wilson- 
ville Project sufficient (together with other moneys held by 
the Wilsonville Trustee under the Wilsonville Indenture) to 
pay the principal of and interest on up to $3,500,000 of 
Wilsonville Revenue Bonds as they become due and pay- 
able. Alabama will have options to prepay the additional 
purchase price on the terms and as provided in the Wilson- 
ville Agreement. The Wilsonville Board and the Wilsonville 
Trustee will enter into a supplement (“Wilsonville Supple- 
ment’) to the Wilsonville Indenture pursuant to which the 
Wilsonville Revenue Bonds will be issued and secured. The 
Wilsonville Supplement will provide for redemption provi- 
sions for the Wilsonville Revenue Bonds comparable to 
those provided for the Wilsonville Original Bonds. The 
Wilsonville Revenue Bonds will mature in not more than 
30 years and will be entitled to the benefit of serial 
maturities and/or a mandatory redemption sinking fund 
calculated to retire not less than 25% of the aggregate 
principal amount of such bonds prior to maturity. 





In order to obtain the benefit of a rating for the Eutaw 
Revenue Bonds equivalent to the rating enjoyed by the | 
first mortgage bonds outstanding under its Indenture dated 
as of January 1, 1942, between Alabama and Chemical 
Bank, as Trustee (“Indenture Trustee”), as supplemented 
and amended (“Mortgage”), which rating Alabama has 
been advised may be thus attained, Alabama proposes to 
obtain the authentication of a new series of such first 
mortgage bonds (‘“Eutaw Collateral Bonds’’) under the 
Mortgage, as proposed to be supplemented by a further 
supplemental indenture (““Eutaw Supplemental Indenture”). 
To secure its obligations under the Eutaw Agreement, 
Alabama proposes to deliver to the Eutaw Trustee to be 
held as collateral the Eutaw Collateral Bonds in principal 
amount (not to exceed $11,000,000) equal to the principal 
amount of the Eutaw Revenue Bonds. The Eutaw Col- 
lateral Bonds will bear interest at a rate equal to the in- 
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terest rate per annum to be borne by the Eutaw Revenue 
Bonds, will mature on the maturity date of the Eutaw 
Revenue Bonds, and wiil be nontransferable by the Eutaw 
Trustee. The Eutaw Supplemental Indenture will provide, 
however, that the obligation of Alabama to make payments 
with respect to the Eutaw Collateral Bonds will be satisfied 
to the extent that payments are made under the Eutaw 
Agreement sufficient to meet payments when due in re- 
spect of the Eutaw Revenue Bonds. The Eutaw Supple- 
mental Indenture will provide that upon acceleration by 
the Eutaw Trustee of the principal amount of all outstand- 
ing Eutaw Revenue Bonds under the Eutaw Indenture, the 
Eutaw Trustee may demand the mandatory redemption of 
the Eutaw Collateral Bonds then held by it as collateral at 
a redemption price equal to the principal amount thereof 
plus accrued interest, if any, to the date fixed for redemp- 
tion. The Eutaw Supplemental Indenture will also provide 
that upon the optional redemption of the Eutaw Revenue 
Bonds, in whole or in part, at any time after they have been 
outstanding for 10 years, an equal principal amount of the 
Eutaw Collateral Bonds will be redeemed at an initial 
premium of 3% declining by %% every year. 


In order to obtain the benefit of a rating for the Wilson- 
ville Revenue Bonds equivalent to the rating enjoyed by 
the first mortgage bonds outstanding under the Mortgage, 
Alabama also proposes to obtain the authentication of a 
new series of such first mortgage bonds (‘’Wilsonville Col- 
lateral Bonds’’) under the Mortgage, as proposed to be sup- 
plemented by a further supplemental indenture (“Wilson- 
ville Supplemental Indenture’”’). To further secure its 
obligations under the Wilsonville Agreement, including its 


additional obligations to be incurred pursuant to the Wilson- 


ville Amendment, Alabama proposes to deliver the Wilson- 
ville Collateral Bonds (in principal amount, not to exceed 
$3,500,000, equal to the principal amount of the Wilson- 
ville Revenue Bonds to be issued by the Wilsonville Board) 
to the Wilsonville Trustee to be held as collateral. The 
Wilsonville Indenture requires that the Wilsonville Supple- 
mental Indenture be of like tenor to the supplemental in- 
denture providing for the collateral first mortgage bonds 


heretofore delivered to the Wilsonville Trustee. Consequent- 


ly, the Wilsonville Collateral Bonds will have, when, as and 
if interest is payable thereon, a stated interest rate equal 
to the interest rate per annum to be borne by the Wilson- 
ville Revenue Bonds, will mature on the maturity date of 
such bonds, and will be nontransferable by the Wilsonville 
Trustee. The Wilsonville Supplemental Indenture will pro- 
vide, however, that until the Wilsonville Trustee shall have 
demanded mandatory redemption of the Wilsonville Col- 
lateral Bonds (as provided in the Wilsonville Indenture), no 
interest in respect of the Wilsonville Collateral Bonds shall 
accrue or become payable. 


So long as no interest accrues or becomes payable in re- 


' spect of the Wilsonville Collateral Bonds, there will be no 
| “# interest accrual on Alabama’s books or interest payments 


made by Alabama in respect of the Wilsonville Collateral 
Bonds. Consequently, Alabama and the Indenture Trustee 


agree that during such time there will be no “annual in- 
terest charges” in respect of the Wilsonville Collateral 
Bonds to be included in computing the “interest earnings 
requirement” restricting the amount of first mortgage 
bonds which may be issued and sold to the public in rela- 
tion to Alabama’s net earnings. The Wilsonville Indenture 
provides that upon acceleration by the Wilsonville Trustee 
of all revenue bonds outstanding under the Wilsonville In- 
denture, as amended, the Wilsonville Trustee may demand 
the mandatory redemption of all of Alabama’s collateral 
first mortgage bonds then held by the Wilsonville Trustee 
as collateral at a redemption price equal to the principal 
amount thereof plus accrued interest, if any, to the date 
fixed for redemption. 


Each of the Collateral Bonds will be issued on the basis of 
unfunded net property additions. Each of the Indentures 
will provide that, upon deposit with the Trustee thereunder 
of funds sufficient to pay or redeem all or any part of the 
respective Revenue Bonds, or upon direction to the Trustee 
thereunder by Alabama to so apply funds available there- 
for, or upon delivery of outstanding respective Revenue 
Bonds to the respective Trustee by or for the account of 
Alabama, the respective Trustee will be obligated to deliver 
to Alabama or for the account of Alabama, the respective 
Collateral Bonds then held as collateral in an aggregate 
principal amount equal to the aggregate principal amount 
of the respective Revenue Bonds for the payment or re- 
demption of which such funds have been deposited or 
applied or which shall have been so delivered. 


In order to comply with Alabama law, it will be necessary 
for Alabama to convey to the Eutaw Board the portion of 
the Eutaw Project as is now owned by Alabama (“Existing 
Facilities”), subject to the Mortgage. Under the Eutaw 
Agreement, Alabama will receive, out of the proceeds of 
the Eutaw Revenue Bonds, an amount equal to Alabama’s 
original cost for the Existing Facilities. The Existing 
Facilities will thereupon become a part of the Eutaw 
Project which is to be provided by the Eutaw Board and 
which Alabama proposes to purchase as provided in the 
Eutaw Agreement. Such conveyance with respect to the 
Wilsonville Project was made at the time the Wilsonville 
Original Bonds were issued and no further such conveyance 
is NOW necessary. 


It is contemplated that the Eutaw and Wilsonville Revenue 
Bonds will be sold by the Eutaw and Wilsonville Boards 
pursuant to separate arrangements with a group of under- 
writers represented by Smith, Barney & Co., Incorporated. 
In accordance with the laws of the State of Alabama, the 
interest rate to be borne by the respective Revenue Bonds 
will be fixed by the respective Boards. Alabama will not be 
party to the underwriting arrangements for such Revenue 
Bonds. Bond Counsel will issue opinions that interest on 
such Revenue Bonds will be exempt from Federal income 
taxation. Alabama has been advised that the annual interest 
rates on obligations, the interest on which is tax exempt, 
historically have been and can be expected at the time of 
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issue of the Revenue Bonds, to be 1%% to 22% lower than 
the rates of obligations of like tenor and comparable 
quality, interest on which is fully subject to Federal income 
tax. 


Alabama has requested an exception from the competitive 
bidding requirements of Rule 50 inasmuch as the Collateral 
Bonds are to be issued and pledged solely to secure 
Alabama's obligation to the respective Boards and no public 
offering by Alabama of such Collateral Bonds is to be 
made. 


The application states that the fees and expenses in con- 
nection with the proposed disposition of the Existing 
Facilities and the acquisition of the Eutaw Project and in 
connection with the Wilsonville Amendment (as distin- 
guished from and excluding fees and expenses in connec- 
tion with the sale of the respective Revenue Bonds by the 
respective Boards payable out of the proceeds of such sale 
and in connection with the determination of the tax ex- 
empt status of the respective Revenue Bonds) will be filed 
by amendment. It is further stated that the issuance of col- 
lateral bonds and the incurring of the obligations under the 
respective Agreements by Alabama have been authorized 
by the Alabama Public Service Commission. No other State 
commission and no Federal commission, other than this 
Commission, has jurisdiction over the proposed transac- 
tions. 


NOTICE IS FURTHER GIVEN that any inter: ted person 
may, not later than January 16, 1976, request writing 
that a hearing be held on such matter, stating th. ature of 
his interest, the reasons for such request, and the «sues of 
fact or law raised by said application which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Ar: such re- 
quest should be addressed: Secretary, Securities and Ex- 
change Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail upon 
the applicant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the application, as filed or as it may be 
amended, may be granted as provided in Rule 23 of the 
General Rules and Regulations promulgated under the Act, 
or the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who re- 
quest a hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19316/December 29, 1975 





In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BLACKSTONE VALLEY ELECTRIC COMPANY } 
Lincoln, Rhode Island 02865 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02403 


FALL RIVER ELECTRIC LIGHT COMPANY 
Fall River, Massachusetts 02722 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 
(70-5765) 


ORDER AUTHORIZING PROPOSAL BY HOLDING 
COMPANY AND SUBSIDIARY COMPANIES TO 
ISSUE AND SELL NOTES TO BANKS AND PRO- 
POSED OPEN ACCOUNT ADVANCES BY HOLDING 
COMPANY TO ONE SUBSIDIARY COMPANY 


company, and its four electric utility subsidiary companies, 
Blackstone Valley Electric Company (“Blackstone”), 
Brockton Edison Company (“Brockton”), Fall River Elec- 
tric Light Company (‘Fall River’) and Montaup Electric 
Company (““Montaup”) have filed a declaration, and 
amendments thereto, with this Commission pursuant to 
Sections 6(a), 7, 12(b), 12(c) and 12(f) of the Public 
Utility Holding Company Act of 1935 (‘““Act’’), and Rule 
45(a) promulgated thereunder regarding the following 
proposed transactions. 


Eastern Utilities Associates (““EUA’’), a registered holding af 


During the period ending December 28, 1976, EUA, Black- 
stone, Brockton, Fall River, and Montaup propose to issue 

and sel! short-term, unsecured promissory notes to banks, 

and in the case of Fall River to also receive open account 
advances from EUA, in the maximum aggregate amounts 
to be outstanding at any one time as shown below: 


FROM AGGREGATE FROM 
COMPANY FROM BANKS EUA BANKS AND EUA 
EUA $23,400,000 - $23,400,000 
Blackstone 3,200,000 _ 3,200,000 \ 
Brockton 9,700,000 - 9,700,000 
Fall River 5,600,000 1,700,000 7,300,000 
Montaup 27,800,000 - 27,800,000 


The notes to banks will be dated as of the date of issuance, 
will mature no later than December 28, 1976, and will be 
prepayable in whole or in part without penalty. It is repre- e 
sented that some of the lending banks will require com- 
pensating balances and that others will not. With respect to 

notes for which a 20% compensating balance is required, | 
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the notes will bear interest at not in excess of the prime or 
base rate in effect on the date of issuance plus % of 1% 
multiplied by 101.2%; if the compensating balance is 15%, 
the notes will bear interest at up to the prime or base rate 
plus % of 1% multiplied by 107.5%; if the compensating 
balance is 10%, the notes bear interest at up to the prime 
or base rate plus % of 1% multiplied by 113.8%. With re- 
spect to such notes for which no compensating balance is 
required, the notes will bear interest at varying rates up to 
amaximum effective rate derived from the prime or base 
rate plus % of 1% multiplied by 101.2% together with an 
assumed compensating balance of 20%. Assuming a prime 
or base rate of 7%4%, the maximum effective rate of 
interest would be 9.3%. 


With respect to open account advances by EUA to Fall 
River, the advances will be made at not in excess of the 
prime or base rate at The First National Bank of Boston in 
effect on the date of the advance. A compensating balance 
of not in excess of 20% of such advance will be maintained 
at the bank by Fall River. Assuming a prime or base rate of 
7%%, the maximum effective rate of interest on the ad- 
vances to Fall River would be approximately 9.06%. 


It is stated that the proceeds from the proposed notes and 
advances will be used to meet cash requirements for con- 
struction, to provide funds for investment in subsidiaries 
and for compensating balances with lending banks through 
December 28, 1976, and to pay outstanding short-term 
loans. On December 30, 1975, Blackstone, Brokcton, Fall 
River and Montaup expect to have outstanding short-term 
loans of $2,200,000, $6,300,000, $7,200,000 and 
$20,000,000, respectively. EUA expects to have outstand- 
ing short-term notes of $20,000,000 on December 30, 
1975. 


It is proposed that Fall River may prepay an advance from 
EUA with the proceeds of notes issued to banks. If the 
interest rate on a note issued to a bank for the purpose of 
obtaining funds to repay an advance from EUA shall exceed 
the rate on the advance being repaid, EUA shall reimburse 
or credit Fall River for the added interest required for the 
term of the note so issued. 


No state commission and no federal commission, other 
than this Commission, has jursidiction over the proposed 
transactions. Fees and expenses to be incurred in connec- 
tion with the proposed transactions are estimated at 
$3,900, including legal fees and expenses of $1,900. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19279), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
nd that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as amended, 


be permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19317/December 30, 1975 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
New York, New York 


NATIONAL FUEL GAS DISTRIBUTION 
CORPORATION 

Buffalo, New York 

(70-5531) 


ORDER APPROVING ISSUE AND SALE OF COM- 
MERCIAL PAPER AND/OR NOTES TO A BANK BY 
HOLDING COMPANY AND LOAN OF PROCEEDS TO 
SUBSIDIARY; EXCEPTION FROM COMPETITIVE 
BIDDING 


National Fuel Gas Company (“National’’), a registered 
holding company, and National Fuel Gas Distribution 
Corporation (‘Distribution Corporation”), its gas utility 
subsidiary, have filed a post-effective amendment to their 
previously amended application-declaration with this Com- 
mission pursuant to Sections 6(a), 7(a), 9(a), 10(a) and 
12(b) of the Public Utility Holding Company Act of 1935 
(“Act’’) and Rules 43, 45 and 50(a)(5) promulgated there- 
under as applicable to the following proposed transaction. 


National proposes, from time to time through December 
31, 1976, to issue and sell commercial paper and/or notes 
to a bank in the aggregate principal amount at any one time 
outstanding of not more than $17,000,000. Such com- 
mercial paper will be sold by National directly to A. G. 
Becker & Co., Incorporated (“Becker”), a dealer in com- 
mercial paper, in denominations of not less than $100,000 
with varying maturities not to exceed 270 days and which 
will not be prepayable prior to maturity. No commission 
will be payable in connection with the issuance and sale of 
the commercial paper; however, Becker will reoffer and sell 
the commercial paper at a discount rate of 1/8 of 1% per 
annum less than the prevailing discount rate to the com- 
pany. Becker, in reoffering the commercial paper, will 
limit the reoffer and sale to not more than 200 buyers of 
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commercial paper identified and designed in a list (non- 
public) prepared in advance. It is anticipated that the com- 
mercial paper will be held by the buyers to maturity; how- 
ever, Becker may, if desired, repurchase the commercial 
paper and reoffer it to others on said list of buyers. 


It is stated that when the effective interest cost for com- 
mercial paper exceeds the cost of equivalent borrowings 
from The Chase Manhattan Bank, N.A. (‘‘Chase’’) on the 
date of issue, National will resort to bank loans. The pro- 
posed unsecured, short-term notes to Chase will each be 
dated as of the date of issue, will mature not later than 
nine months from the date thereof, will be prepayable at 
any time, in whole or in part without penalty or premium, 
and will bear interest at the prime rate of Chase in effect 
from time to time. National has informally agreed with 
Chase to maintain average balances of 20% of the average 
loans outstanding. National asserts, however, that the 
average balances maintained for normal operating needs 
are substantially in excess of this amount. If an average 
balance of 20% were assumed to be a “compensating 
balance’’, the effective cost of money, based on a 7%4% 
prime rate, would be 9.1% per annum. There will be no 
commitment fee nor any closing or related costs in connec- 
tion with the company’s bank borrowings. National states 
tentatively that it proposes to repay its commercial paper 
and/or short-term notes to Chase through moneys received 
from Distribution Corporation as a result of the operation 
of gas adjustment clauses, the issuance and sale of internal 
short-term unsecured notes or long-term debt and/or equity 
securities and operations. 


National intends to use the proceeds from the sale of its 
commercial paper and/or short-term notes to acquire for 
cash $17,000,000 principal amount of short-term unsecured 
notes proposed to be issued by Distribution Corporation. 
Each such note will be dated the same date and bear the 
same interest rate as the related commercial paper and/or 
short-term note of National. Each such note will mature 
within nine months from its date of issue, with interest pay- 
able quarterly until the principal amount is paid in full. 
Distribution Corporation will have the option, after pay- 
ment of all notes of prior maturity held by National, to 
prepay any note at any time or from time to time, in whole 
or in part without premium. Distribution Corporation pro- 
poses to use $10,000,000 of the proceeds from the above 
loans to finance the purchase of synthetic natural gas and 
the balance to finance a portion of its 1976 construction 
program. 


The proposed sale by National of its commercial paper is 
exempted from the competitive bidding requirements of 
Rule 50 on the grounds that it will have maturities of nine 
months or less, that current rates for prime borrowers such 
as National are published daily in financial publications, 
and that it is not practical to invite bids for commercial 
paper. Furthermore, National proposes to file certificates 
under Rule 24 with respect to the proposed short-term 
borrowings and/or commercial paper transactions on a 
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quarterly basis. 


No State or Federal commission, other than this Commis- 
sion, has jurisdiction over the proposed transactions. 





Due notice of the filing of said post-effective amendment 
has been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19278), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said post-effec- 
tive amendment be granted and permitted to become effec- 
tive: | 





IT IS ORDERED, pursuant to the applicable provisions of 

the Act and rules thereunder, that said post-effective 
amendment be, and it hereby is, granted and permitted to 
become effective forthwith, subject to the terms and con- 
ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. .19318/December 30, 1975 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
COLUMBIA LNG CORPORATION ; 
COLUMBIA GAS DEVELOPMENT CORPORATION 
Wilmington, Delaware 


COLUMBIA GAS TRANSMISSION CORPORATION | 
Charleston, West Virginia | 


COLUMBIA GAS OF OHIO, INC. 
COLUMBIA GAS OD KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 
COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF PENNSYLVANIA, INC. } 
COLUMBIA GAS OF NEW YORK, INC. 
COLUMBIA GAS OF MARYLAND, INC. 
Columbus, Ohio 


COLUMBIA GULF TRANSMISSION 
Houston, Texas 


COLUMBIA HYDROCARBON CORPORATION 
THE INLAND GAS COMPANY, INC. 

Ashland, Kentucky 

(70-5773) 











ORDER APPROVING OPEN ACCOUNT ADVANCES TO 
SUBSIDIARY COMPANIES BY PARENT COMPANY IN 
CONNECTION WITH INTRASYSTEM PREPAYMENT 
OF PROMISSORY NOTES AND RELATED 
TRANSACTIONS 


The Columbia Gas System, Inc. (‘Columbia’), a registered 
holding company, and its wholly-owned subsidiary com- 
panies listed above, have filed an application-declaration 
and an amendment thereto with this Commission pursuant 
to Sections 6(a), 6(b), 9, 10 and 12(b) of the Public Utility 
Holding Company Act of 1935 (“Act”), and Rules 
42(b)(2), 45 and 50(a)(3), promulgated thereunder as 
applicable to the proposed transactions. 


It is stated that during the winter heating season Columbia’s 
distribution subsidiary companies generate substantial 
amounts of cash in excess of current requirements. During 
the same period, however, the transmission subsidiary com- 
panies generate lesser amounts of cash and have generally 
larger construction expenditures, requiring Columbia to 
advance funds to such subsidiary companies. In recent 
years, however, the Commission has authorized open 
account advances by Columbia to subsidiary companies and 
certain related transactions which are designed to alleviate 
this situation. The present filing requests authorization to 
continue such transactions during the calendar year 1976. 


It is proposed that the subsidiary companies listed below 
will prepay from time to time prior to the end of 1976, 
with excess cash in aggregate amounts not to exceed the 
amounts set forth below, a portion of their outstanding 
installments promissory notes (“Notes”) held by Columbia. 
The following amounts represent the estimated aggregate 
maximum excess funds that such companies are expected 
to accumulate at any one time during the year 1976: 


Columbia Gas Transmission Corporation $175,000,000 
Columbia Gas of Pennsylvania, Inc. 20,000,000 
Columbia Gas of New York, Inc. 5,000,000 
Columbia Gas of Maryland, Inc. 2,000,000 
Columbia Gas of Kentucky, Inc. 6,000,000 
Columbia Gas of Virginia, Inc. 3,000,000 
Columbia Gas of West Virginia, Inc. 10,000,000 
Columbia Gas of Ohio, Inc. 55,000,000 
Columbia Gulf Transmission Company 65,000,000 
Columbia Hydrocarbon Corporation 4,100,000 
The Inland Gas Company, Inc. 1,900,000 
Columbia LNG Corporation 35,000,000 
Columbia Gas Development Corporation 31,500,000 

Total $413,500,000 


The Notes (“Indebtedness”) prepaid by the individual 
companies will be those bearing the highest interest rate 

or rates outstanding at the time of each prepayment. In- 
terest on such Indebtedness will cease upon prepayment 

and recommence upon reissuance. As any of such companies 
require funds for construction and other corporate pur- 
poses after prepayment, it is proposed that advances be 


made to them on open account by Columbia, provided that 
at no time will the amount of such advances to any sub- 
sidiary exceed the amount of Indebtedness theretofore pre- 
paid by it, less any current maturities applicable to prepaid 
Notes which would have matured subsequent to the date 
of prepayment. 


The open account advances to any subsidiary company will 
bear interest commencing on the date of the advances, at 
the same rate or rates as borne by the equivalent principal 
amounts of Indebtedness previously prepaid by it during 
1976, but in reverse order to that of the prepayments, i.e., 
beginning from the lowest rate payable on the Indebted- 
ness previously prepaid to the highest rate. Interest on the 
open account advances will become due on June 30, 1976, 
and December 31, 1976, and/or on the date such advances 
are repaid by the issuance of debt. It is further proposed 
that advances on open account to individual subsidiary 
companies will be increased or decreased from time to 
time in accordance with variations in the cash flow of the 
inc vidual subsidiary companies. The proposed advances 
will not be in excess of the Indebtedness prepaid thereto- 
fore. At such time as the advances to any subsidiary com- 
pany equal the aggregate amount of the Indebtedness pre- 
paid by it, or in any event not later than December 31, 
1976, such prepaid Indebtedness will be reinstated in re- 
payment of the outstanding open account advances. 


Financing of construction or gas storage programs of any 
operating subsidiary company pursuant to Commission 
authorization will not be consummated until such time as 
advances have been made in amount equal to the amount 
of Indebtedness prepaid. Any subsidiary company which 
during 1976 has borrowed on open account from Columbia 
an amount smaller than the amount of Indebtedness there- 
tofore prepaid by it, will, on December 31, 1976, reinstate 
its Indebtedness to Columbia in an amount sufficient to 
discharge its open account borrowings, and the balance of 
its prepaid Indebtedness will be considered to have been 
permanently prepaid. Such permanent prepayment would 
be applied against Indebtedness bearing the highest interest 
rates and would be consummated only with respect to 
Indebtedness bearing interest at a rate equal to or in excess 
of the rate applicable to borrowings by subsidiary com- 
panies from Columbia as of December 31, 1976. In the 
event that a permanent prepayment by any subsidiary com- 
pany would be indicated with respect to Notes hearing an 
interest rate less than the rate applicable to debt purchased 
by Coiumbia from subsidiary companies at December 31, 
1976, such Notes will be reissued by the subsidiary com- 
pany at or before the end of 1976. 


It is stated that the proposed transactions are designed to 
achieve the following: (1) flexibility to prepay at the 
earliest possible date inventory loans with commercial 
banks and other short-term borrowings, (2) defer outside 
financing until aggregate system funds approach a mini- 
mum balance, (3) facilitate the internal financing of 
emergency requirements, and (4) allow subsidiaries, dur- 
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ing any period in which they have excess cash, to tem- 
porarily prepay Notes owed Columbia, thereby decreasing 
their own net corporate interest expense. 


It is stated that the Public Service Commission of West 
Virginia has authorized the prepayment and reissuance of 
prepaid Notes by Columbia Gas of West Virginia, Inc., that 
the Public Service Commission of New York has authorized 
the reissuance of prepaid Notes by Columbia Gas of New 
York, Inc., that the Public Service Commission of Kentucky 
has authorized the issuance of prepaid Notes by Columbia 
Gas of Kentucky, Inc., and that the State Corporation 
Commission of Virginia has authorized the issuance of pre- 
paid Notes by Columbia Gas of Virginia, Inc. It is stated 
that no other State or Federal commission, other than this 
Commission has jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19290), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and 

in the interest of investors and consumers that said applica- 
tion-declaration, as amended, be granted and permitted to 
become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act, except that the time for filing the certification 
thereunder with respect to the proposed transactions is 
extended so as to allow filing on a quarterly basis. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19319/December 30, 1975 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CONSOLIDATED GAS SUPPLY CORPORATION 
CNG PRODUCING COMPANY 

Clarksburg, West Virginia 

(70-5317) 


ORDER APPROVING PROPOSALS TO TRANSFER 
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LEASE INTERESTS TO GAS PRODUCTION 
SUBSIDIARY AND TO ISSUE AND SELL COMMON 
STOCK TO PARENT HOLDING COMPANY; EXCEP- 
TION FROM COMPETITIVE BIDDING 





Consolidated Natural Gas Company (“Consolidated”), a 
registered holding company, and CNG Producing Company 
(“CNG Producing’) and Consolidated Gas Supply Corpora- 
tion (“Supply Corp”), nonutility subsidiaries of Con- 
solidated, have filed a post-effective amendment to a 
previously amended application-declaration with this Com- 
mission pursuant to Sections 6, 7, 9, 10 and 12 of the Pub- 
lic Utility Holding Company Act of 1935 (“‘Act’’) and 
Rules 43, 45 and 50(a)(3) promulgated thereunder as ap- 
plicable to the following proposed transactions. 





By order dated January 31, 1975 (HCAR No. 18792), the 
Commission, among other matters, approved the transfer 
of undeveloped and developed gas production properties in 
Louisiana, Mississippi, Alabama, Arkansas, Kentucky, Ten- 
nessee and the Gulf of Mexico from Supply Corp to Con- 
solidated and simultaneously therewith from Consolidated 
to CNG Producing. That authorization, however, did not 
apply to certain production properties in Louisiana and the 
Gulf of Mexico, the transfer of which had not been ap- 
proved by the Federal Power Commission. The present fil- 
ing concerns the transfer of these properties, which are now 
developed. 


The proposed transfers will be consummated by the ac- 
quisition of the properties by Consolidated from Supply 
Corp followed simultaneously by their transfer to CNG 
Producing. The transfer of the properties, together with 
miscellaneous equipment and inventories, will be made on 
the basis of net book cost to Supply Corp at November 30, | 
1975. At September 30, 1975, such cost was as follows: 


Developed properties $ 9,963,000 
Miscellaneous equipment 
and inventories 664,000 
Sub-total $10,627,000 
Deferred taxes (675,000) 
$ 9,952,000 


in exchange for the properties to be transferred to Con- 
solidated, a portion (to be fixed pursuant to a formula) of 
the long-term undebtedness of Supply Corp to Consolidated 
will be cancelled. The balance of the net book cost over 
the amount of the cancelled indebtedness will be treated 

as the payment of a dividend in kind to Consolidated. In 
turn, CNG Producing, in consideration for the properties | 
transferred to it by Consolidated, will issue and deliver 

shares of its common stock, par value $100 per share. Based 

on the net book cost of the properties at September 30, 

1975, 99,520 shares, aggregating $9,952,000 par value, 

would have been issued. \ 


It is stated that, as of September 30, 1975, Supply Corp 
had estimated proven gas reserves of 29,195,520 Mcf un- 
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derlying the production properties. After the transfer to 
CNG Producing, all of these gas reserves will be dedicated 
to Supply Corp. Of the total proven reserves, 21,452,300 
Mcf have already been dedicated to Supply Corp under 
presently existing contracts; and it is anticipated that the 


The Federal Power Commission has jurisdiction over and 
has approved the proposed transfer of the production 
properties. No other State or Federal commission, other 
than this Commission has jurisdiction over any of the 
proposed transactions. 


Due notice of the filing of said post-effective amendment 
has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (HCAR No. 19281), and no hear- 
ing has been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said post- 
effective amendment be granted and permitted to become 
effective: 





IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said post-effective 


become effective forthwith, subject to the terms and con- 


4) amendment be, and it hereby is, granted and permitted to 
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ditions prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Divisicn of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19320/December 30, 1975 


In the Matter of 


YANKEE ATOMIC ELECTRIC COMPANY 
Westborough, Massachusetts 01581 
(70-5766) 


ORDER AUTHORIZING ISSUE AND SALE OF 
SHORT-TERM PROMISSORY NOTES TO A BANK 
AND A DEALER IN COMMERCIAL PAPER AND 
GRANTING EXCEPTION FROM COMPETITIVE 
BIDDING 


Yankee Atomic Electric Company (‘’Yankee Atomic’’), an 
electric utility subsidiary company of New England Elec- 
tric System and Northeast Utilities, registered holding com- 
Panies, has filed a declaration and amendments thereto 
with this Commission pursuant to Sections 6(a) and 7 of 
the Public Utility Holding Company Act of 1935 (“Act”) 


balance, 7,743,220 Mcf, will be so dedicated by early 1977. 


and Rule 50(a)(5) promulgated thereunder regarding the 
following proposed transactions. 


Yankee Atomic proposes to issue and sell from time to 
time, but no later than December 31, 1976, short-term 
promissory notes, in order to finance its nuclear fuel re- 
quirement, for other capitalizable expenditures or to re- 
imburse the treasury therefor. The notes are expected to 
be sold to The First National Bank of Boston, Massachu- 
setts, or to A. G. Becker & Company, Incorporated 
(“Becker’’), a dealer in commercial paper, or both, up to a 
maximum aggregate principal amount of $20,500,000 to 
be outstanding at any one time. Yankee Atomic is now 
authorized by its directors to issue short-term borrowings 
up to a maximum amount of $20,000,000 outstanding at 
any one time. Further director authorization will be neces- 
sary to increase the short-term borrowings an additional 
$500,000. Yankee Atomic will file a post-effective amend- 
ment if the directors authorize the said increase. 


The proposed short-term borrowings will be repaid from 
time to time in part from internally generated funds and 
the balance will be refinanced either through additional 
short-term borrowings or permanent financing. 


The proposed borrowings from The First National Bank of 
Boston will be evidenced by notes payable maturing in less 
than one year from the date of issuance and will provide 
for prior payment in whole or in part without premium. 
The notes will bear interest at not in excess of the prime 
rate at such bank in effect at the time borrowings are made. 
If balances were maintained to solely fulfill prevailing 
compensating balance requirements of 20%, the effective 
interest cost to Yankee Atomic would be about 9.06% per 
annum based on the current prime rate of 7.25%. 


Yankee Atomic also proposes to issue and sell its com- 
mercial paper during the period through December 31, 
1976, directly to Becker, a dealer in commercial paper. 
Becker, as a principal, will reoffer such commercial paper 
to not more than 200 of its customers whose names appear 
on a non-public list prepared by Becker in advance. No 
additions will be made to such list of customers. The com- 
mercial paper so issued and sold will be in the form of un- 
secured promissory notes having varying maturities of not 
in excess of 270 days. Actual maturities will be determined 
by market conditions, the effective interest cost to Yankee 
Atomic, and Yankee Atomic’s cash requirements at the 
time of issuance. The commercial paper will be in de- 
nominations of not less than $50,000 and not more than 
$1,000,000, and will not by its terms be prepayable prior 
to maturity. The commercial paper will be purchased by 
Becker from Yankee Atomic at a discount which will not 
be in excess of the discount rate per annum prevailing at 
the date of issuance for the particular maturity at which 
prime commercial paper of comparable quality is sold by 
public utility issuers to commercial paper dealers. Becker 
will initially reoffer the commercial paper at a discount rate 
not more than 1/8 of 1% per annum less than the prevailing 
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discount rate to Yankee Atomic. It is expected that such 
commercial paper will be held to maturity by the pur- 
chasers, but, if any such purchaser wishes to resell prior to 
maturity, Becker, pursuant to an oral repurchase agree- 
ment, will repurchase the paper for resale to others on said 
list of customers. The effective interest cost to Yankee 
Atomic on such paper will not exceed the effective interest 
cost at the time of issue for borrowings from The First 
National Bank of Boston, except that, in order to obtain 
maximum flexibility, commercial paper with a maturity of 
not more than 90 days may be issued with an effective cost 
in excess of the effective interest cost from The First 
National Bank of Boston. 


Yankee Atomic requests exception from the competitive 
bicding requirements of Rule 50 with respect to the pro- 
posed issuance and sale of commercial paper pursuant to 
paragraph (a)(5) thereof on the grounds that the commer- 
cial paper to be issued will have maturities of not more 
than nine months, the current rates for commercial paper 
for prime borrowers such as Yankee Atomic are readily 
ascertain by reference to daily financial publications and it 
is not practical to publish invitations for bids for commer- 
cial paper. 


The fees and expenses to be incurred by Yankee Atomic in 
connection with the proposed transactions are estimated 

at $3,000. No state commission and no federa! commission, 
other than this Commission, has jurisdiction over the pro- 
posed transactions. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19274), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as amended, 
be permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that Yankee Atomic be, and 
it hereby is, authorized effective forthwith, to incur short- 
term borrowings through December 31, 1976, in an aggre- 
gate principal amount not to exceed $20,000,000 outstand- 
ing at any one time, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act, except 
that certificates thereunder shall be filed quarterly. 
Jurisdiction is reserved to grant the further relief applied 
for in whole or in part. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19321/December 30, 1975 





In the Matter of 


JERSEY CENTRAL POWER & LIGHT COMPANY 
Morristown, New Jersey 07960 } 
(70-5367) 


SUPPLEMENTAL ORDER AUTHORIZING EX- 
TENSION OF TIME TO EFFECT AMENDMENT 
OF FIRST MORTGAGE INDENTURE 


Jersey Central Power and Light Company (“Jersey Cen- 
tral’’), an electric utility subsidiary company of General 
Public Utilities Corporation, a registered holding company, 
has filed with this Commission post-effective amendments 
to its declaration previously filed in this proceeding pur- 
suant to Sections 6(a), 7, and 12(e) of the Public Utility 
Holding Company Act of 1935 (‘“Act’’) and Rules 24, 62 
and 65 promulgated thereunder regarding the following 
proposals. 


By order dated April 30, 1975 (HCAR No. 18961), this 
Commission authorized Jersey Central to amend two pro- 
visions of its Mortgage Indenture dated as of March 1, 
1946, between Jersey Central and City Bank Farmers Trust 
Company, now First National City Bank, as heretofore 
supplemented and amended by twenty-six Supplemental 
Indentures (“‘Indenture’’). The two amendments concerned 
(1) the elimination of the covenant which provides that 
Jersey Central will duly observe and conform to all valid 
requirements of any governmental authority relative to any 
mortgaged property and (2) bondable property additions. 
The affirmative vote of the holders of 75% in principal 
amount of the first mortgage bonds outstanding is required 
for approval of each of the proposed amendments to the 
Indenture. Jersey Central was to enter into a supplemental 
indenture regarding the two amendments no later than 
December 31, 1975. 


qf 


The bondable property additions amendment was approved 
at a Bondholders meeting on October 9, 1975, and the 
twenty-eighth supplemental indenture dated as of October 
1, 1975, became effective. 


Jersey Central now requests an extension from December 
31, 1975, to June 30, 1976, during which it may enter into 
a supplemental indenture amending the elimination of the 
covenant provision. 


The New Jersey Board of Public Utility Commissioners 
has authorized the extension of time to execute the sup- 
plemental indenture. 


that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 


Upon the basis of the facts in the record, it is hereby found @ 


i] 
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the interest of investors and consumers that said declara- 
tion, as amended by said post-effective amendments, be 
permitted to*become effective: 


iT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended by said post-effective amendments, be, and it 
hereby is, permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 promul- 
gated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19322/December 31, 1975 


In the Matter of 


OHIO POWER COMPANY 
Canton, Ohio 44701 
(70-5689) 


EVENTH INTERIM ORDER AUTHORIZING ISSUE 
FAND SALE OF NOTES TO BANKS AND TOA 
DEALER IN COMMERCIAL PAPER AND ADDING 
TWO BANKS TO THE PREVIOUS LIST 


Ohio Power Company (“Ohio”), an electric utility sub- 
sidiary company of American Electric Power Company, 
Inc., a registered holding company, has filed an application 
and amendments thereto with this Commission pursuant to 
Section 6(b) of the Public Utility Holding Company Act of 
1935 (“Act’’) and Rule 50(a)(5) promulgated thereunder 
regarding the following proposed transactions. 


Ohio requested authorization pursuant to Section 6(b) of 
the Act for the issue and sale of short-term debt obligations 
not to exceed $270,000,000 outstanding at any one time 
during the period ending June 30, 1976. Ohio also requested 
exception from the competitive bidding requirements of 
Rule 50 with respect to commercial paper included in the 
requested authorization. 


Ormet Corporation objected to the proposal and requested 
a hearing thereon. By order of September 5, 1975 (HCAR 
No. 19157), this Commission ordered a hearing, which 
hearing was held December 3-5, 1975. Briefs in this pro- 
ceeding are to be filed on or before January 15, 1976, and 
reply briefs are to be filed on or before January 30, 1976. 


The Commission has entered interim orders authorizing 

; Jhio to incur short-term borrowings (June 30, 1975, July 
31, 1975, August 29, 1975, October 1, 1975, October 31, 
1975 and November 26, 1975 (HCAR Nos. 19070, 19106, 


19151, 19195, 19231 and 19262) ). Ohio’s present auth- 
orization covers borrowings to December 31, 1975, in an 
aggregate principal amount not to exceed $154,000,000 
outstanding at any one time. 


Ohio has filed by amendment a request for further interim 
relief through February 29, 1976, in an aggregate principal 
amount not to exceed $181,000,000 outstanding at any 
one time. Such amount will be reduced during this period 
by proceeds of any offerings of any securities. Such request 
is supported by statements as to its estimated expenditures 
and sources of funds. 


By said order of June 30, 1975 (HCAR No. 19070), this 
Commission, among other things, authorized the issuance 
and sale of short-term notes by Ohio to 74 banks. Although 
the aggregate principal amount of short-term notes out- 
standing at any one time cannot exceed such amount as 
may be authorized by the Commission, the banks have 
agreed to make available to Ohio varying lines of credit 
totaling $185,515,000. 


Ohio now proposes to revise the list of banks from which 
borrowings may be effected and to increase the maximum 
available short-term credit to $200,515,000, by adding to 
the list of banks the First Pennsylvania Bank and Trust 
Company, Philadelphia, Pennsylvania, and American 
Fletcher Bank and Trust Company, Indianapolis, Indiana, 
which will make available to Ohio short-term credit up to 
$10,000,000 and $5,000,000, respectively. 


The notes will be issued from time to time prior to June 
30, 1976, as funds may be required, provided that none of 
the notes would mature later than December 31, 1976. 
Each note payable to a bank to be issued by Ohio will 
mature not more than 270 days after the date of issuance 
or renewal thereof, will bear interest at an annual rate of 
interest not greater than the prime rate of commercial 
banks in effect at the time of issuance or in effect from 
time to time, and will be prepayable at any time without 
premium or penalty. 


The proceeds from the issue and sale of the short-term 
notes will be used by Ohio to reimburse its treasury for 
past expenditures made in connection with its construc- 
tion program and to pay part of the cost of its future con- 
struction program. Such construction expenditures for the 
years 1975 and 1976 are estimated at approximately 
$120,000,000 and $117,000,000, respectively. 


No state commission and no federal commission, other 
than this Commission, has jurisdiction over the proposed 
transactions. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied, and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that, during 
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the pendency of this proceeding, said application, as 
amended, be granted in part: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and the rules thereunder, that Ohio be, and it 
hereby is, authorized effective forthwith, to incur short- 
term borrowings through February 29, 1976, in an aggre- 
gate principal amount not to exceed $181,000,000 out- 
standing at any one time, subject to the terms and condi- 
tions prescribed in Rule 24 promulgated under the Act. 


IT IS FURTHER ORDERED, that jurisdiction be, and it 
hereby is, reserved to grant the further relief applied for in 
whole or in part. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19323/December 31, 1975 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
New York, New York 


CNG PRODUCING COMPANY 

CONSOLIDATED GAS SUPPLY CORPORATION 
CONSOLIDATED SYSTEM LNG COMPANY 
THE EAST OHIO GAS COMPANY 

THE PEOPLES NATURAL GAS COMPANY 

THE RIVER GAS COMPANY 

WEST OHIO GAS COMPANY 

(70-5667) 


SUPPLEMENTAL ORDER AUTHORIZING ACQUISI- 
TION OF COMMON STOCK OF SUBSIDIARY 
COMPANY AND OPEN ACCOUNT ADVANCES 

TO SUBSIDIARY COMPANIES 


Consolidated Natural Gas Company (“Consolidated”), a 
registered holding company, and certain of its subsidiary 
companies, CNG Producing Company (“CNG Producing”), 
Consolidated Gas Supply Corporation, Consolidated Sys- 
tem LNG Company (“LNG Company”), The East Ohio Gas 
Company, The Peoples Natural Gas Company, The River 
Gas Company, and West Ohio Gas Company (“West.Ohio”), 
have filed with this Commission a post-effective amend- 
ment to the application-declaration in this proceeding pur- 
suant to Sections 6(a), 7, 9(a), 10, and 12(b) of the Public 
Utility Holding Company Act of 1935 (““Act’’) and Rule 
45 promulgated thereunder regarding the following pro- 
posed transactions. 


By order in this proceeding dated June 5, 1975 (HCAR No. 
19028), the Commission authorized a number of transac- 
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tions in connection with the Consolidated system's 
financing program for 1975. Certain changes therein are 
proposed as follows. 






In said order of June 5, 1975, Consolidated was authorized 
to make open account advances to West Ohio for working | 
capital of up to $600,000. It is now proposed that Con- 
solidated make additional open account advances of up to 





$500,000 to West Ohio for the same purpose, bringing the 
total amount to $1,100,000. Such advances may be made, 
repaid, and remade as requested by West Ohio from time 

to time, to and including May 31, 1976, upon letter agree- 
ment stating that such open account advances will be re- 

paid on or before a date not more than one year from the 
date of the first advance to West Ohio, with interest at 
substantially the same effective rate as the related com- 
mercial paper or bank borrowings by Consolidated. 


The Commission also authorized LNG Company to sell 
182,000 shares of its common stock, $100 par value, at 

par, aggregating $18,200,000, and Consolidated to acquire 
such shares during 1975. It is stated that it now appears 

that LNG Company will not require all of such financing 
during 1975 but will require part of it during the early 
months of 1976. Therefore, it is requested that this auth- 
orization be extended from December 31, 1975, to and 
including May 31, 1976. It is further proposed that, in 
order to finance additional capital expenditures of LNG 
Company, Consolidated make open account advances to 
LNG Company for construction in amounts aggregating 
not more than $15,000,000 as called for from time to 
time by LNG Company through May 31, 1976, such open 
account advances to bear interest at the prime commercial 
rate of interest at The Chase Manhattan Bank, N.A., in 
effect from time to time. 





Consolidated also proposes to make open account advances 
of up to $10,000,000 to CNG Producing to finance explora- 
tion and development of Gulf offshore leases and leases in 
the Province of Alberta, Canada. Such advances shall be 
made as called for from time to time by CNG Producing 
through May 31, 1976, and bear interest at the prime com- 
mercial rate of interest at The Chase Manhattan Bank, 
N.A., in effect from time to time. 


In all other respects the transactions heretofore authorized 
remain unchanged. No State commission and no Federal 
commission, other than this Commission, has jurisdiction 
over the proposed transactions. 


Due notice of the filing of said post-effective amendment 
to the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR 
No. 19277), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards @ 
of the Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is appropriate 
in the public interest and in the interest of investors and 









consumers that said application-declaration, as amended by 
2 id post-effective amendment, be granted and permitted 
to become effective: 


ized IT iS ORDERED, pursuant to the applicable provisions of 
ing | the Act and rules thereunder, that said application-declara- 
: | tion, as amended by said post-effective amendment, be, and 
to it hereby is, granted and permitted to become effective 

the forthwith, subject to the terms and conditions prescribed 
de, in Rule 24 promulgated under the Act. 

e 

ee- For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 





he i 
| George A. Fitzsimmons 
Secretary 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
| Release No. 19324/December 31, 1975 
ire 
In the Matter of 
tea 


THE COLUMBIA GAS SYSTEM, INC. 

1- COLUMBIA COAL GASIFICATION CORPORATION 
COLUMBIA GAS DEVELOPMENT CORPORATION 
COLUMBIA LNG CORPORATION 
COLUMBIA GAS DEVELOPMENT OF CANADA, LTD. 

yWilmington, Delaware 
COLUMBIA GAS OF WEST VIRGINIA, INC. 

on COLUMBIA GAS OF KENTUCKY, INC. 

al COLUMBIA GAS OF VIRGINIA, INC. 

COLUMBIA GAS OF PENNSYLVANIA, INC. 
COLUMBIA GAS OF NEW YORK, INC. 
COLUMBIA GAS OF MARYLAND, INC. 


ces COLUMBIA GAS OF OHIO, INC. 
ora- Columbus, Ohio 
in 


COLUMBIA GAS TRANSMISSION CORPORATION 
Charleston, West Virginia 


THF INLAND GAS COMPANY, INC. 
COLUMBIA HYDROCARBON CORPORATION 
Ashland, Kentucky 

ad (70-5656) 


) ORDER APPROVING POST-EFFECTIVE 
AMENDMENTS TO PLAN FOR 
INTRASYSTEM FINANCING 


er The Columbia Gas System, Inc. (“Columbia”), a registered 
holding company, and its above-named wholly-owned sub- 
sidiary companies (hereinafter referred to as “Columbia of 
n W. Va.”, “Columbia of Ky.”’, “Columbia of Va.”, 
is Ay i “Columbia of Ohio”, “Inland”, “Columbia of Pa.”’, 
‘WW, “Columbia of N.Y.”, “Columbia of Md.”, “Hydrocarbon”, 
te | “Columbia Transmission”, “Columbia LNG”, ““Develop- 
ment U.S.”, “Development Canada”, and Coal Gasifica- 





tion’’) have filed post-effective amendments to an applica- 
tion-declaration with this Commission pursuant to Sec- 
tions 6(b), 9{a), 10, 12(b), and 12(f) of the Public Utility 
Holding Company Act of 1935 (‘‘Act’’), and Rules 43 and 
45 promulgated thereunder as applicable to the proposed 
transactions. 


On May 9, 1975, the Commission issued an order (HCAR 
No. 18978) approving Columbia’s plan for intrasystem 
financing. Among the transactions approved in the order 
was the sale by Columbia Transmission to Columbia of 
installment notes in an amount not to exceed 
$35,000,000. Columbia and Columbia Transmission now 
propose that the authorized amount of these installment 
notes be increased to $80,000,000. It is stated that the 
proposed increase reflects a $45,000,000 increase in 
Columbia Transmission’s gas purchase advances and 
$35,000,000 for refunds to its customers pursuant to a 
rate case settlement agreement before the Federal Power 
Commission. The rate refund is to be made from a portion 
of the contingent revenues previously collected from 
September 1973 to present. However, such funds collected 
through that period were added to Columbia Transmission’s 
general funds and used to satisfy demands thereon, neces- 
sitating an increase in the amount of installment notes it 

is proposed to issue and sell to Columbia. 


It is stated that no State commission and no Federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transaction. 


Due notice of the filing of said post-effective amendments 
has been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 18865), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that said post-effec- 
tive amendments be granted and permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said post-effective 
amendments be, and they hereby are, granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
PUBLIC UTILITIES HOLDING COMPANY ACT OF 1935 
Release No. 19325/December 31, 1975 
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In the Matter of 


METROPOLITAN EDISON COMPANY 
Berks County, Pennsylvania 19605 
(70-5775) 


ORDER AUTHORIZING CAPITAL CONTRIBUTIONS 
BY HOLDING COMPANY TO SUBSIDIARY 


Metropolitan Edison Company (*‘Met-Ed”’), an electric 
utility subsidiary company of General Public Utilities 
Corporation, a registered holding company, has filed a de- 
claration and an amendment thereto with this Commission 
pursuant to Section 12(d) of the Public Utility Holding 
Company Act of 1935 (“‘Act’’) and Rule 45 promulgated 
thereunder regarding the following proposed transactions. 


Met-Ed requests that it be authorized to make, from time 
to time prior to December 31, 1976, cash capital contribu- 
tions to its subsidiary, York Haven Power Company 
(“YHP*’), of up to $500,000. Such cash capital contribu- 


tions will be credited by YHP to its capital surplus account. 


These funds will be utilized by YHP for purposes of (i) 
acquiring from International Paper Company (“IPC”) cer- 
tain property, easements and related water rights compris- 
ing Project No. 2095 (the license for which under the 
Federal Power Act is now held by IPC), (ii) modifying such 
Property in order to comply with the terms and conditions 
of the order, dated September 23, 1975, of the Federal 
Power Commission (‘“FPC”), and (iii) financing its business 
as a public utility. 


The FPC order of September 23, 1975, authorized the 
amendment of YHP’s license for Project No. 1888 to in- 
clude the Project No. 2095 properties to be purchased 
from IPC pursuant to an Agreement of Sale, dated Novem- 
ber 23, 1971, with IPC. Under a power supply amendment, 
dated April 30, 1974, which has been filed with and 
accepted by the FPC as an initial rate schedule, Met-Ed and 
YHP have agreed that Met-Ed shall purchase the total 
power and energy from Project No. 1888 on a rate based 
upon YHP’s costs and expenses in generating and trans- 
mitting such power and energy plus an additional amount 
representing a rate of return on the net investment in 
Project No. 1888. 


By order dated April 12, 1974 (HCAR No. 18374), Met-Ed 
was authorized to transfer to YHP substantially all the 
tangible and intangible project property comprising Met- 
Ed’s York Haven hydroelectric project, as revised, licensed 
as Project No. 1888, and the license, as amended, for said 
project. The transfer reserved and excluded certain rights 
and property necessary for the construction and operation 
of the Three Mile Island nuclear generating station, in 
exchange for all the capital stock of YHP. 


Met-Ed states that it must make cash capital contributions 
to YHP since YHP’s internal cash generation under the 
power supply agreement has not been sufficient to provide 
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the necessary funds in order to consummate the purchase 
of the IPC properties comprising Project No. 2095 as well 
as carry out certain modifications to the properties as 
required by the FPC order, dated September 23, 1975. 





The fees and expenses to be incurred by Met-Ed in connec. 
tion with the proposed transactions are estimated at 
$4,500, including legal fees of $2,250. No state commission 
and no federal commission, other than this Commission, 
has jurisdiction with respect to the proposed transactions, 
except that the FPC has authorized by its order of Septem- 
ber 23, 1975, the amendment to the license for Project 
No. 1888 to include the properties consisting of project 
No. 2095. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19283), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as amended, 
be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and the rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


) 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9095/December 24, 1975 


In the Matter of 


ASTRON FUND, INC. 
FRANK RUSSELL CO., INC. 
1100 One Washington Plaza 
Tacoma, Washington 98402 
(812-3706) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 6(c) FOR CERTAIN EXEMP- 
TIONS FROM THE PROVISIONS OF SECTIONS 15(a), 
16(a), 17(e), 30(a), 30(b) and 30(d) OF THE ACT AND 
APPLICABLE RULES THEREUNDER AND PURSUANT 











hase TO SECTION 17(d) OF THE ACT AND RULE 17<-1 
well OR AN ORDER PERMITTING CERTAIN 
; PROPOSED TRANSACTIONS 
. NOTICE 1S HEREBY GIVEN that Astron Fund, Inc. 
wines: (“Fund”), a closed-end investment company registered 
under the Investment Company Act of 1940 (“Act”), and 
nission Frank Russell Co., Inc. (““Russell’’), a broker-dealer reg- 
on istered under the Securities Exchange Act of 1934 (Fund 
we . and Russell are collectively referred to herein as “Appli- 
sas cants’”’), filed an application on October 9, 1974, and 
ct amendments thereto on October 31, 1975, and December 
ct 22, 1975, for an order pursuant to Section 6(c) of the Act 
| exempting Applicants to the extent requested from the 
| provisions of Sections 15(a), 16(a), 17(e), 30(a), 30(b) and 
iven 30(d) of the Act and applicable rules thereunder and pur- 
er the } ‘suant to Section 17(d) and Rule 17d-1 for an order per- 
sested mitting certain transactions. All interested persons are 
he referred to the application on file with the Commission for 
ble _-—=-—«astatement of the representations contained therein which 
fied are summarized below. 
. _ Atameeting held on April 26, 1974, Fund’s shareholders 
ded, approve a Plan of Liquidation and Dissolution (‘‘Plan of 
Liquidation’), and pursuant to the provisions of the Plan 
of Liquidation, on June 1, 1974, Fund made an initial 
is of liquidating distribution amounting to approximately 83% 


, as 
fec- 


of its then net assets. Fund states that as a result of such 
ie on, its net assets at October 31, 1974, were 

approximately $291,000. 
Fund represents that it has retained, pursuant to the Plan of 
Liquidation, approximately 17% of its assets (on the date 
of the initial liquidating distribution) to enable Fund to 

| continue to investigate and assert claims it may have against 

' others for apparent misconduct in connection with the 

| management of Fund’s investment portfolio. Fund states, 
among other things, that from November, 1973 to March, 
1974, a series of events occurred which suggest that Fund 
may have claims against one of its former officers and 
others, including the insurance company which has under- 
written its fidelity bond, for losses on several portfolio 
transactions as a result of alleged or possible misconduct by 
the former officer and others. Fund states that it is pres- 
ently not able to assess the merits of the potential claims, 
to estimate with certainty the amount of losses which 
might have been suffered or to estimate the amount or 
likelihood that Fund might ultimately recover. 


jula- 


Upon recovery by Fund of any amounts to which it is en- 
titled or at such time as Fund’s Board of Directors con- 
cludes that it is no longer reasonable to continue to pursue 
the claims, the remaining assets of Fund will be distributed 
to shareholders and Fund will be dissolved. Pending the 

2 final liquidating distribution, Fund’s assets have been and 

P- 5" continue to be held in cash or Treasury bills. 

), ¢ 

) In July 1975, Fund filed suit against the insurance com- 

pany which underwrote its fidelity bond and which has 






thus far refused to honor Fund’s Proofs of Loss. Fund has 
also instituted civil suits against a former officer, and cer- 
tain issuers and others involved in the apparent misconduct 
relating to the management of Fund's investment port- 
folio. In view of Fund’s pending litigation against the 
underwriter of its fidelity bond, Fund’s directors have not 
elected to institute litigation at this time against Russell, 
which may or may not be liable to some extent for the 
apparent misconduct. However, Fund has secured and in- 
tends to continue to secure as long as is appropriate written 
agreements from Russell extending the time during which 
Fund may file suit against Russell. If Russel! should at any 
time refuse to grant such an extension, Fund would im- 
mediately commence appropriate legal action to preserve 
its rights. In order to reduce the expenses of operating 
Fund until its claims have been recovered or abandoned 
and its assets distributed, Applicants have filed this applica- 
tion seeking certain exemptions from the Act. 


Section 15(a) of the Act provides, in pertinent part, that 

it shall be unlawful for any person to serve or act as invest- 
ment adviser to a registered investment company except 
Pursuant to a written contract that has been approved by 
the vote of a majority of the outstanding voting securities 
of such registered company. Fund proposes to enter into 
an advisory agreement with Russell without shareholder 
approval, which would provide (a) that Russell will receive 
no compensation for acting as Fund’s adviser and (b) that 
the agreement may be terminated at any time, on not more 
than 60 days written notice to Russell and without the 
payment of any penalty, by Fund’s Board of Directors or 
by a vote of the majority of the outstanding voting securi- 
ties of Fund. Fund is seeking relief from Section 15(a) to 
permit it to enter into such agreement without incurring 
the expense of holding a shareholders meeting to approve it. 


Section 16(a) of the Act, in pertinent part, generally pro- 
hibits a person from serving as a director of a registered 
investment company unless he has been elected at an 
annual or special meeting of shareholders. Fund's Plan of 
Liquidation provides that the directors elected at Fund’s 
April 26, 1974 meeting shall remain in office until Fund is 
dissolved and that the remaining directors are authorized 
to fill any vacancies which occur. The application states 
that such procedure conforms to the Washington corpora- 
tion law applicable to a liquidation plan which shareholders 
have approved. Fund is requesting an exemption from Sec- 
tion 16(a) to the extent that it creates an obligation to 
convene annually a meeting of shareholders to elect 
directors. 


Section 17(d) and Rule 17d-1 taken together, as here 
pertinent, prohibit Russell, acting as principal, from effect- 
ing any transactions in which Fund is a joint or a joint and 
several participant absent a Commission order. Rule 17d-1 
provides that in passing upon applications filed pursuant to 
its provisions for approval of transactions otherwise pro- 
hibited by Section 17(d), the Commission shall consider 
whether the participation of the registered investment com- 
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pany in the joint enterprise on the basis proposed is con- 
sistent with the provisions, policies and purposes of the 
Act and the extent to which such participation is on a 
basis different from or less advantageous than that of 
other participants. 


Section 17(e) prohibits Russell from accepting, in its 
capacity as agent, any compensation from any source for 
the purchase or sale of any property to or for Fund except 
in the course of Russell’s business as an underwriter or 
broker. 


Russell is requesting an order under Rule 17d-1 and relief 
from Section 17(e), to the extent such provisions may be 
applicable, in order to permit Russell (1) to continue to 
administer the dissolution of Fund and the prosecution of 
Fund's claims; (2) to be reimbursed by Fund, upon approval 
by Fund’s Board of Directors, if Russell elects to seek such 
compensation, in an amount not to exceed its actual costs 
in providing administrative assistance, said costs to include 
its personnel expenses, but not to include any amount 
representing reimbursement for office space and facilities; 
and (3) to permit Russell to continue to serve as Fund’s 
transfer agent and to continue to be compensated therefor 
in an amount not to exceed that provided for under the 
existing transfer agency agreement between Fund and Rus- 
sel. Russell has waived payments for services for the period 
of November 1, 1974, through April 30, 1975. In addition, 
Fund undertakes in the application to develop a less ex- 
pensive transfer agency relationship with Russell within 90 
days after the application is granted by the Commission. 
Such new agreement would be made possible through the 
elimination of the requirement that financial and stock- 
holder reports be mailed to shareholders. 


Applicants represent that the participation of Fund and 
Russell in the described relationships is in the best interests 
of Fund and its shareholders and is consistent with the 
provisions, policies and purposes of the Act. 


Sections 30(a), 30(b) and 30(d) of the Act and the rules 
thereunder generally require that registered investment 
companies prepare and file with the Commission and pre- 
pare and mail to their shareholders certain periodic reports 
and financial statements, some of which are required to 
include audited financial data. 


In order to reduce expenses, Fund is seeking an exemption 
from such provisions. However, Fund has agreed to file 
with the Commission within 60 days following each six- 
month period commencing May 1, 1975, a report in letter 
form describing any material developments in the prosecu- 
tion of Fund’s claims and including a statement of assets 
and liabilities, a statement of operations, and a statement 
of changes in net assets (or their substantial equivalents), 
all of which will be unaudited but prepared in accordance 
with generally accepted accounting principles. 


In support of such request, the application asserts that 
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Fund's operations are now and will be limited, i.e., the 
holding of reserve funds in U.S. Treasury Bills; conducting 
business incidental to Fund’s winding up; and pursuing 
claims. It is further stated that the expenditure of assets of 
Fund required for an audit and mailing in conformity with 
Section 30 and the applicable rules would far outweigh any 
benefits to Fund and its shareholders. 





—_— r- © 


Section 6(c) of the Act provides, in part, that the Commis. 
sion may conditionally or unconditionally exempt any per- 
son, security, or transaction from any provisions of the Act 
or of any rule or regulation under the Act, if and to the 
extent such exemption is necessary or appropriate in the 
public interest and consistent with the protection of in- 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. 


nom oc 





cS © at af 


| 
NOTICE IS FURTHER GIVEN that any interested person 
may, not later than January 19, 1976, at 5:30 p.m., submit 
to the Commission in writing a request for hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing | 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served ‘wo 


as one Ue CU lh UelClU lle. CO DP Oe 


located more than 500 miles from the point of mailing) 
upon Applicants at the address stated above. Proof of such 
service (by affidavit or in case of an attorney at law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule O-5 of the Rules and Regula- 
tions promulgated under the Act, an order disposing of the 
application will be issued as of course following said date | 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


' 
( 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9096/December 24, 1975 i 


In the Matter of 


THE TRAVELERS INSURANCE COMPANY 
THE TRAVELERS FUND A FOR VARIABLE AN- 
NUITIES 
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HE TRAVELERS FUND A-1 
FOR VARIABLE ANNUITIES 
One Tower Square 
Hartford, Connecticut 06115 
(812-381 1) 


ORDER PURSUANT TO SECTION 11 AND SECTION 
17(f) AND PURSUANT TO SECTION 6(c) GRANTING 
EXEMPTION FROM SECTIONS 27(a)(3) AND 

27(c)(2) AND RULES 17f-2 AND 22c-1. 


The Travelers Insurance Company (‘’Travelers’’) and 
Travelers Fund A for Variable Annuities (“Account A’’) 
and Travelers Fund A-1 for Variable Annuities (“Account 
A-1"), separate accounts of Travelers registered under the 
Investment Company Act of 1940 (“Act”) as open-end 
management investment companies (hereinafter collective- 
ly referred to as ‘Applicants”), filed an application on May 
13, 1975, and amendments thereto on June 17, July 7, 
August 20, September 15 and November 19, 1975, pur- 
suant to Section 11 of the Act for an order of the Commis- 
sion approving an offer of exchange, and for an order pur- 
suant to Section 17(f) and Section 6(c) granting exemption 
from Rule 17f-2 and Sections 27(a){3) and 27(c)(2) and 
Rule 22c-1 to Travelers and Account A-1, and for an order 
pursuant to Section 6(c) granting exemption from Section 
27(a)(3) and Rule 22c-1 to Account A. 


n November 25, 1975, a notice of the filing of the applica- 


tion was issued (Investment Company Act Release No. 
9054). The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing of 
the application would be issued as of course, unless a hear- 
ing should be ordered. No request for a hearing has been 
filed and the Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the requested order and exemptions is appropri- 
ate in the public interest and consistent with the protection 
of investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the Act that 
the proposed exchange offer be approved, and 


IT |S FURTHER ORDERED, pursuant to Section 17(f) 
and pursuant to Section 6(c) of the Act, that the applica- 
tion for exemption from Sections 27(a)(3) and 27(c)(2) 
and Rules 17f-2 and 22c-1, to the extent requested, be, and 
hereby is, granted effective forthwith. 


For the Commission, by the Division of Ir. 2nt Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9097/December 24, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11952/December 24, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9098/December 24, 1975 


In the Matter of 


HIGHLAND CAPITAL CORPORATION 
20 Exchange Place 

New York, New York 10005 

ATTN: Mr. Edwin Robbins, President 


INFICON, INC. 

5 Adler Drive 

Syracuse, New York 13057 

ATTN: Gerard T. Roome, President 


Wilbert Beebe 
Michale Cahill 
Donald DiRenzo 
John E. Dobbertin 
Nathan Ginsburg 
Robert J. Harris 


William Pettit 
Robert Pipher 
David Robertson 
Gerard T. Roome 
Robert Sheldon 
John Skapiak 


Melvin Hetzel Joseph Spector 
Gary Lanpher John Stratakos 
Chih-Shun Lu Edwin L. Wilson 


William Parfitt Jerome M. Wilson 
c/o James McVety, Esq. 

Hancock, Estabrook, Ryan, Shove & Hust 

One Mony Plaza 

100 Madison Street 

Syracuse, New York 13202 

(812-3873) 


ORDER PURSUANT TO RULE 17d-1 UNDER THE 
ACT PERMITTING AFFILIATED PERSONS OF AN 
AFFILIATED PERSON OF AN INVESTMENT 
COMPANY TO JOIN WITH THE INVESTMENT COM- 
PANY IN ASALE, TO A NON-AFFILIATED PERSON, 
OF A COMPANY IN WHICH EACH APPLICANT 

HAS AN INTEREST. 


Highland Capital Corporation (“Fund”), a non-diversified, 
closed-end management investment company registered 
under the Investment Company Act of 1940 (“Act’’), 
Inficon, Inc., a New York corporation (“‘Inficon’’), and 
certain shareholders of Inficon or holders of options to 
purchase Inficon shares, i.e., Wilber Beebe, Michael Cahill, 
Donald DiRenzo, John E. Dobbertin, Nathan Ginsburg, 
Robert J. Harris, Melvin Hetzel, Gary Lanpher, Chih-Shun 
Lu, William Parfitt, William Pettit, Robert Pipher, David 
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Robertson, Garard T. Roome, Robert Sheldon, John 
Skapiak, Joseph Spector, John Stratakos, Edwin L. Wilson, 
and Jerome M. Wilson (collectively, ““Applicants”’) filed an 
application on October 29, 1975, and an amendment there- 
to on November 4, 1975, for an order pursuant to Rule 
17d-1 under the Act, permitting (i) a proposed agreement 
(“Agreement”) between Applicants and Leybold-Heraeus 
GmbH & Co., KG, a German limited partnership (the ‘’Pur- 
chaser”), providing for the sale to Purchaser of either all of 
the outstanding shares of common stock or all or sub- 
stantially all of the assets of Inficon and (ii) the consum- 
mation of the transactions contemplated by the proposed 
Agreement. 


On December 4, 1975 a notice was issued (Investment Com- 


pany Act Release No. 9069) of the filing of the application. 
The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued on the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed and the Commission has 
not ordered a hearing. 


The matter having been considered, it is found on the basis 
of the information stated in the application that the par- 
ticipation of the Fund in the transactions set forth in the 
application on the basis proposed is consistent with the 
provisions, policies and purposes of the Act, and is not on 


a basis less advantageous than that of the other participants. 


It is ordered, pursuant to Section 17(d) and Rule 17d-1 
thereunder, that the participation, as set forth above, of the 
Fund in the proposed Agreement and the consummation 

of the transactions contemplated thereby, be, and hereby 
are permitted, effective forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9099/December 29, 1975 


In the Matter of 


UNION BANK 

3810 Wilshire Boulevard 

P.O. Box 2193 

Los Angeles, California 90010 


and 

NAFUC SERVICES CORPORATION 
1156 15th Street, N.W. 

Washington, D.C. 20005 

(812-3870) 
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ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING COMPANY FROM ALL THE 
PROVISIONS OF THE ACT 





NAFUC Services Corporation (““NAFUC”) and Union 
Bank (the ““Bank”) (collectively referred to as ‘‘Applicants’, 
have filed an application pursuant to Section 6(c) of the 
Investment Company Act of 1940 (“‘Act’’) for an order 
exempting the Common Trust Fund of Union Bank for 
Credit Union Trusts from all the provisions of the Act. 


On December 5, 1975, a notice was issued (Investment 
company Act Release No. 9074) of the filing of the applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application might be issued on the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed and the Commission has 
not ordered a hearing. 





The matter having been considered, it is found that the 
granting of the requested exemption is appropriate in the 
public interest and consistent with the protection of in- } 
vestors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 

that the Common Trust Fund to be maintained by Appli- i 
cants be and it hereby is, exempt from all the provisions of 

the Act and the Rules and Regulations thereunder, effec- 

tive forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons i 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9100/December 29, 1975 


In the Matter of 


CHECCHI-PACIFIC CORPORATION 
and 

CHECCH!I AND COMPANY 

1730 Rhode Island Avenue, N.W. 

Washington, D.C. 20036 

(812-3874) 


ORDER OF EXEMPTION PURSUANT TO SECTION 

17(b) OF THE ACT AND ORDER PURSUANT TO 
SECTION 17(d) OF THE ACT AND 

RULE 17d-1 THEREUNDER \ 


Checchi and Company (“‘Checchi’’), a Delaware corpora: 
tion engaged directly and through wholly-owned and 
majority-owned subsidiaries in the consulting and manage- 


nt business, and a wholly-owned subsidiary, Checchi- 
Pacific Corporation (‘“Checchi-Pacific’’), a closed-end, non- 
diversified, management investment company registered 
under the Investment Company Act of 1940 (the “‘Act’’), 
filed an application on October 31, 1975 and amendments 





cants’, | thereto on November 18, 1975, November 24, 1975 and 
the December 24, 1975, pursuant to Section 17(b) of the Act, 
er for an order of the Commission exempting from the provi- 
Or sions of Section 17(a) of the Act the proposed purchase by 
t. Trans-Philippine Investment Corporation (““TPIC”), an 
affiliated person of Checchi-Pacific, of 4,488 shares of its 
it common stock presently held by Checchi-Pacific, which 
pplica- | sale is to be effected, for tax reasons, through the merger 
ty to of Checchi-Pacific into Checchi and the sale by Checchi of 
f the such securities to TPIC, and for an order of the Commis- 
ation | sion, pursuant to Section 17(d) of the Act and Rule 17d-1 
re- thereunder, permitting Checchi to join with Checchi-Pacific 
1 has in the sale to TPIC of certain assets of Checchi and the 
stock of TPIC held by Checchi-Pacific. 
le On December 4, 1975, a notice was issued (Investment 


the | Company Act Release No. 9068) of the filing of the applica- 


n- | tion. The notice gave interested persons an opportunity to 

and request a hearing and stated that an order disposing of the 
application might be issued on the basis of the information 
stated therein unless a hearing should be ordered. Sub- 

" sequent to the issuance of the notice of the application, an 

pli- Qprercmen to the application was filed which stated that 

ns of the purchase by TPIC of certain of its securities presently 

fec- held by Checchi-Pacific is to be effected, for tax reasons, 
through the merger of Checchi-Pacific into Checchi and the 
sale by Checchi of such securities to TPIC. 

an- 
The matter has been considered and it is found that the 
terms of the proposed purchase by TPIC of certain of its 

| securities presently held by Checchi-Pacific are reasonable 

and fair and do not involve overreaching on the part of 
any person concerned and that such purchase is consistent 
with the policy of Checchi-Pacific and with the general pur- 
poses of the Act. It is further found that the participation 
of Checchi-Pacific in the proposed sale to TPIC of certain 
assets of Checchi and the stock of TPIC presently held by 
Checchi-Pacific is consistent with the provisions, policies 
and purposes of the Act and that Checchi-Pacific’s par- 
ticipation is not on a basis less advantageous than that of 
other participants. Accordingly, 


IT S ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed purchase by TPIC of certain of its 
securities presently held by Checchi-Pacific, which sale is 
to be effected for tax reasons through the merger of 

| Checchi-Pacific into Checchi and the sale by Checchi of 
such securities to TPIC, be, and hereby is, exempted from 
the provisions of Section 17(a) of the Act. 


| 
nn IS FURTHER ORDERED, pursuant to Section 17(d) of 
ras the Act and Rule 17d-1 thereunder, that the application to 
permit Checchi to participate in the proposed sale to 


jage- TPIC of certain assets of Checchi together with the stock 


of TPIC presently held by Checchi-Pacific be, and hereby 
is, granted, effective forthwith. 


For the Commission by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9101/December 29, 1975 


The Securities and Exchange Commission has ordered a 
hearing under the Investment Company Act of 1940 
(“Act’’) in connection with the application of Rene R. 
Woolcott (“Woolcott’’), pursuant to Section 9(c) of the 
Act for an exemption from the provisions of Section 9(a) 
of the Act. 


These proceedings arise as a result of an injunction entered 
against Woolcott, on consent, on September 10, 1975 in 
the United States District Court for the Southern District 
of New York, enjoining Woolcott from further violations 
of the anti-fraud provisions of the Securities Exchange Act 
of 1934. In addition, Woolcott was ordered to disgorge the 
profit he had realized as a result of his purchase of 

Zapata Corporation shares at a time when he was in pos- 
session of material, non-public information with respect 

to an impending offer by Zapata Corporation for its own 
shares. SEC v. Rene R. Woolcott, 75 Civil 4098 (S.D.N.Y. 
1975). At the time the Final Judgment of Permanent In- 
junction and Order of Disgorgement was entered, Woolcott 
was an officer and director of a registered investment com- 
pany and a registered investment adviser. 


For further information, see Litigation Release Nos. 7052 
and 7090. 

INVESTMENT COMPANY ACT OF 1940 

Release No. 9102/December 30, 1975 


SECURITIES ACT OF 1933 
Release No. 5661/December 30, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9103/December 30, 1975 


In the Matter of 


SOUTHEASTERN CAPITAL CORPORATION 
505 Northcreek 

3715 Northside Parkway, N.W. 

Atlanta, Georgia 30327 

(812-3867) 
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ORDER PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING APPLICANTS FROM THE 
PROVISIONS OF SECTION 15(a) OF THE ACT 


On October 14, 1975, Southeastern Capital Corporation 
(“Applicant’’), a Tennessee corporation registered as a 
closed-end, non-diversified, management investment com- 
pany under the Investment Company Act of 1940 (the 
“Act'’), filed an Application pursuant to Section 6(c) of 
the Act for an order of the Commission granting exemp- 
tions from the provisions of Section 15(a) of the Act to 
permit Atlanta Capital Management Company (‘‘Adviser’’) 
to serve as investment adviser to the successor corporation 
of the proposed merger of Applicant with and into 
Phoenix, Inc. (““Phoenix”’) pursuant to an advisory agree- 
ment entered into between Adviser and Applicant. 


On December 3, 1975, a notice was issued of the filing of 
said application (Investment Company Release No. 9065). 
The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter having been considered, it is found that the re- 
quested exemption is appropriate in the public interest and 
consistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of the Act. 


iT 1S ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from the provisions of Sec- 
tion 15(a) of the Act be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9104/December 30, 1975 


NOTICE OF PROPOSAL TO ADOPT RULE 6e-2 
UNDER THE INVESTMENT COMPANY ACT OF 
1940 RELATING TO SEPARATE ACCOUNTS 
FORMED BY LIFE INSURANCE COMPANIES TO 
FUND CERTAIN VARIABLE LIFE 

INSURANCE CONTRACTS 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission (‘Commission’) proposes to adopt 
Rule 6e-2 under the Investment Company Act of 1940 
(“Act’’) to exempt separate accounts formed by life insur- 
ance companies to fund certain variable life insurance con- 
tracts from the registration requirements of the Act on 
condition that such separate accounts:comply with all but 


932/SEC DOCKET 


certain designated provisions of the Act and meet the 
other requirements of the proposed Rule. 


FURTHER, NOTICE IS HEREBY GIVEN that the Com- 
mission proposes to adopt Forms N-6EI-1, N271-1 and 
N-271-2. These Forms are required by proposed RuleGe-2 
and would be used by separate accounts subject to the 
proposed Rule in order to notify the Commission of a 
claim of exemption under the Rule, and to notify con- 
tractholders of their rights to cancel their contracts and to 
receive refunds of certain amounts paid pursuant to vari- 
able life insurance contracts. 


Background 


On February 27, 1975, the Commission published notice 
of its proposal to rescind Rule 3c-4 under the Act and 
Rule 202-1 under the Investment Advisers Act of 1940 
(“Advisers Act’’). 1/ Rule 3c-4 defined the term “‘insur- 
ance company” as used in Section 3(c)(3) of the Act to 
include a separate account which was employed as the 
funding medium for certain variable life insurance con- 
tracts. Rule 202-1 excluded from the definition of the 
term “‘investment adviser” set forth in Section 202(a)(11) 
of the Advisers Act, an insurance company, or any affili- 
ated company thereof, to the extent that any advisory 
services performed were incidental to the conduct of the 
business of issuing any variable life insurance contract as 
defined in Rule 3c-4 or any interest or participation in a 
separate account issued in connection with such contract. 
These rules were rescinded, effective July 30, 1975, based 
upon the extensive comment and testimony received by 
the Commission with respect to variable life insurance and 
the Commission's conclusion that the insurance regulatory 
patterns proposed to be applicable to variable life insur- 
ance and the exemptions provided by Rules 3c-4 and 
202-1 would not assure necessary investor protections. 2/ 


Contemporaneous with its proposal to rescind Rule 3c-4 
and 202-1, the Commission gave notice that it would pro- 
pose a rule under Section 6(e) of the Act relating to 
separate accounts formed by life insurance companies to 
fund certain variable life insurance contracts. 3/ 


The Commission’s notice of intention to propose a rule 
under Section 6(e) reflected its recognition of the unique 
insurance aspects of variable life insurance and the exten- 
sive state insurance regulatory pattern to which the con- 
tracts, issuers and related persons will be subject. In addi- 
tion, the Commission specifically noted that the possible 
application of two areas of the Investment Company Act 
to variable life insurance — limitations imposed by Section 
27 on sales loads which may be charged purchasers of 
variable life insurance contracts, and the provisions of the 
Act designed to assure accountability of management to 
variable life insurance contractholders — would present 
difficult compliance problems for issuers of variable life 
insurance contracts, and it indicated that a rule, when pro- 
posed, would contain limited exemptions in these areas. 









| 


H, 









e Commission also indicated that there were a number of 

ther provisions of the Act, the requirements of which 
could be modified or from which exemptions could be 
granted, subject to certain conditions. In order to provide 
ageneral framework for comments in this respect, the 
»-2 Commission included in Investment Company Act Re- 
lease No. 8691 a tentative list of possible exemptions in 
15 areas which the Commission would consider. 
| 
The Commission received letters of comment from inter- 
ested persons in response to its published intention to pro- 
pose a rule under Section 6(e). In addition, the Commission 
has considered the order of exemption from several provi- 
} sions of the Act and rules thereunder granted to the Equit- 
able Life Assurance Society of the United States, Equit- 

able Variable Life Insurance Company (“EVLICO”) and 
EVLICO’s Separate Account |. 4/ Based on these com- 
ments, the order of exemption, as well as the rulemaking 
proceedings in respect of Rules 3c-4 and 202-1, the Com- 
mission has determined to propose Rule 6e-2, pursuant to 
authority granted to the Commission in Sections 6(c), 
6(e), and 38(a) of the Act. 





ice 


11) | Statutory Authority 
a Section 6(c) of the Act provides that the Commission by 
“ rule, regulation or order may conditionally or uncondi- 







os » gtionally exempt any person, security or transaction, or any 
¥ (i: of persons, securities, or transactions from any provi- 
wr, sion or provisions of the Act, if and to the extent that 
ned such exemption is necessary or appropriate in the public 
y interest and consistent with the protection of investors and 
pas the purposes fairly intended by the policy and provisions of 
tory the Act. Section 6(e) of the Act provides that if, in con- 
i } nection with any rule, regulation or order under Section 6 
exempting any investment company from any provision of 
| Section 7, the Commission deems it necessary or appropri- 
™~ | ate in the public interest or necessary for the protection of 
4 investors that certain specified provisions of the Act shall 
o- be applicable in respect to such company, the provisions 
so specified shall apply to such company, as though such 
to company were a registered investment company. Section 
38(a) of the Act authorizes the Commission to issue rules 
necessary or appropriate to the exercise of the powers con- 
. ferred upon the Commission in the Act. 
ey. | The Proposed Rule 
I 
oe Proposed Rule 6e-2 would exempt from the registration 
ble requirements of the Act a separate account established and 
se maintained by a life insurance company (“‘life insurer’’) to 
ston fund certain variable life insurance contracts upon the con- 
dition that such separate accounts comply with all but cer- 
the tain designated provisions of the Act, and meet other re- 
pi quirements of the Rule. Essentially, proposed Rule 6e-2 
‘ ould be applicable to separate accounts established pur- 
fe ant to insurance law, the assets of which are legally 
pro- segregated from the assets of the life insurer and are used 


to fund variable life insurance contracts, as defined by the 


Rule, and which separate accounts are advised by persons 
registered under the Advisers Act. 


The proposed Rule defines “‘variable life insurance con- 
tract”’ as a contract of life insurance, subject to regulation 
under the insurance laws of every jurisdiction in which it 

is offered, which contract, so long as premiums are paid 
when due, provides for: a death benefit and cash surrender 
value which vary to reflect the investment experience of 
the separate account, a guaranteed minimum death benefit, 
and assumption of the mortality and expense risks there- 
under by the life insurer. This definition is similar to the 
definition of variable life insurance contract found in 
former Rule 3c-4, with two principal exceptions. Proposed 
Rule 6e-2 does not require that the insurance obligations 
under the contract be “for the whole of life,”’ nor does it 
impose a required ratio between the initial death benefit 

of the contract and the gross annual premium therefor. The 
omission of the former requirement would make eligible 
for relief under the proposed Rule, separate accounts which 
fund, for example, variable term insurance or certain vari- 
able endowment contracts. The latter provision, which was 
known as “the minimum multiple” requirements, may 
have been viewed as means to minimize the investment 
element of a contract. Since a variable life insurance con- 
tract has been determined by the Commission to be a 
security not exempt from the requirements of the Securi- 
ties Act of 1933, the Commission has not included this 
requirement in proposed Rule 6e-2. Nevertheless, it is 
noted that the Model Variable Life Insurance Regulation 
adopted by the National Association of Insurance Com- 
missioners has required such a ratio between death benefits 
and premiums under variable life insurance contracts, and 
the Commission assumes that such a ratio will be provided 
for pursuant to applicable state insurance regulation. 


The proposed Rule provides that a variable life insurance 
separate account must comply with every provision of the 
Act as if it were a registered investment company issuing 
periodic payment plan certificates, except to the extent 
that the Rule provides exemptions from the requirements 
of Sections 7, 8, 9(a), 13(a), 14(a), 15(a), 15(b), 15(c), 
16(a), 17(f), 18(i), 19, 22(d), 22(e), 22(f), 26(a), 27(a), 
27(c), 27(d), 27(e), 27(f), 27(h), and 32(a) of the Act and 
Rules 22c-1, 27d-1, 27e-1 and 27f-1 thereunder. Since 
variable life:insurance separate accounts would be subject 
to all provisions of the Act as if they were registered, ex- 
cept those from which exemptions are specifically pro- 
vided in the Rule, such separate accounts also would be 
considered to be “‘registered investment companies” for 
purposes of the applicability of certain exemptive rules 
applicable to such companies, including, but not limited to, 
Rules 10f-1, 10f-2, 10f-3, 11a-1, 12d-1, 17a-1, 17a-2 and 
17a-7. 


Proposed Rule 6e-2 provides that variable life insurance 
separate accounts are exempt from Section 7, which effec- 
tively prohibits an unregistered investment company from 
operating and from Section 8, which provides for the 
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method of registration and the content of the registration 
statement. In place of the notification of registration pro- 
vided for by Section 8(a), the separate account will file a 
notification of claim of exemption under Rule 6e-2 on 
Form N-6EI-1, which the Commission proposes to adopt. 
The Commission expects to promulgate a form to be used 
instead of the registration statement required by Section 
8(b), but such form is not now being proposed. It is in- 
tended that such form, when developed, will be used in 
lieu of forms currently required under the Act and the 
Securities Act. Until such a combined form is promulgated, 
separate accounts claiming exemption under Rule 6e-2 
should file, as appropriate, Forms N-8B-1, N-8B-2 or 
N-8B-3 and make special notation on the first page of such 
Form that the filing is made pursuant to Rule 6e-2. 


In addition to Sections 7 and 8, a partial exemption would 
be granted from Section 9(a) so that the restrictions of that 
Section would not be applicable to officers, directors and 
employees of the life insurer, or its affiliates, who do not 
participate direcity in the administration or management 
of the separate account or in the sale of contracts funded 
by such separate account. Under the proposed Rule, a life 
insurer would be ineligible to serve as investment adviser, 
depositor or principal underwriter for the separate account 
pursuant to Section 9(a)(3) only if an affiliated person, 
ineligible on account of Sections 9(a)(1) or 9(a)(2), par- 
ticipates directly in the management or administration of 
the separate account or the sale of contracts funded by the 
separate account. 


A limited exemption from the requirements of Section 
13(a) and Sections 15(a), (b) and (c) would provide for the 
disapproval by an insurance regulator and the life insurer, 
under certain circumstances, of proposals for changes in 
investment policy, investment adviser or principal under- 
writer made by variable life insurance contractholders or 
the board of directors of the separate account. A further 
exemption from Section 13(a) would allow changes in 
investment policy to be adopted without contractholder 
approval where such changes are required by state insur- 
ance authorities. Such limited exemptions would be pro- 
vided to assure the solvency of the life insurer and perform- 
ance of its contractual obligations by enabling an insurance 
regulatory authority or the life insurer to act when certain 
proposals reasonably could be expected to increase the 
risks undertaken by the life insurer. 


An exemption from the provisions of Section 14(a) would 
be provided to afford variable life insurance separate ac- 
counts an exemption similar to that provided by Rule 
14a-2 for separate accounts funding certain variable an- 
nuities. Thus, the proposed Rule would exempt variable 
life insurance separate accounts from the minimum capital 
requirements of Section 14(a) where the life insurer has 
combined capital and surplus, or an unassigned surplus, of 
at least $1,000,000. 


A limited exemption from the requirements of Section 
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15(a) would permit the initial selection of the investment 
adviser for variable life insurance separate accounts in a 
manner similar to that provided for certain variable annuity 
separate accounts pursuant to Rule 15a-3. Thus, the initial 
written contract pursuant to which the investment adviser 
acts would not have to be approved by a majority of the | 
outstanding contractholders. 





A limited exemption from the requirements of Section \ 
16(a) would provide treatment similar to that afforded by | 
Rule 16a-1 for certain variable annuity separate accounts. 
Persons serving as the directors of the separate account, 

therefore, would be exempt initially from the requirement 
of Section 16(a) that such persons be elected by the con- } 
tractholders at an annual meeting. In addition, the proposed 

Rule provides that persons serving as directors of the | 
separate account would be subject to disapproval and | 
removal by the appropriate insurance regulatory authority. 


Proposed Rule 6e-2 would grant an exemption from the 
requirements of Section 17(f) to allow the securities and 
similar investments of the separate account to be main- 
tained in the custody of the life insurer, or an insurance 
company which is an affiliated person of such life insurer, 
subject to certain conditions governing the standards and 
procedures to be utilized to assure the safekeeping of such 
securities. 


With respect to the requirement of Section 18(i) that oh 
share of stock issued by a registered management invest- 
ment company be a voting stock and have equal voting 
rights with every other voting stock, proposed Rule 6e-2 
provides that, for purposes of variable life insurance con- 
tracts, one vote must be allocated for each $100 of cash 
surrender value. It also provides that the voting right re- } 
quired by the Act shall not be deemed to be violated by 
actions specifically permitted by the proposed Rule, such } 
as the limited exemptions from Section 13(a) and Sections 
15(a), (b) and (c) to permit disapproval by an insurance 
regulatory authority or the life insurer of certain proposals 
made by contractholders or the separate account's board 

of directors. 


Proposed Rule 6e-2 would grant exemption from the re- 
quirements of Section 19 in recognition of the fact that 
“participating” variable life insurance contracts will not 
pay dividends in the sense in which the term is used in this 
Section. 


Because of the manner in which life insurers issue, transfer 
and redeem variable life insurance contracts, it is appropri- | 
ate to provide exemption from Sections 22(d), 22(e) and 
27(c)(1) and Rule 23c-1 in recognition of long-established 
administrative procedures and the requirements of state 
insurance regulation. Thus, to the extent the separate 
account's board of directors determines that such actions | 
and provisions are reasonable, fair and not discriminatory 
the premiums charged for variable life insurance’contracts 
may be determined on the basis of such consideratioris as 


ent age, sex, medical underwriting standards and premium 
a mode. In addition, pursuant to such determination by the 


Nuity board of directors, the variable life insurance separate 
litial account would not be deemed to be in violation of these 
fiser | Sections and Rule 22c-1 if, for example: the contracthold- 
he | er, depending upon the particular benefit for which the 
contract is presented, does not receive a proportionate 
share of the assets held in the separate account; funds are 
u | transferred to or from the separate account pursuant to a 
d by contract loan or other option, including options available 
nts. on default, at a time when no purchase or redemption is 
t, made; or assets are transferred to the account before formal 
nent issuance of a variable life insurance contract in recognition 
on- } of the fact that insurance coverage may commence before 


posed | such contract is “‘issued’’. 
} 


| With respect to Sections 22(d), 22(e), and 27(c)(1) and 


rity. Rule 22c-1, the proposed Rule requires that the death 
| benefit and cash surrender value be valued daily, but it 
ne = —Ss permits less frequent valuation of the death benefit if the 
nd _—s net valuation premium is transferred to the account less 
\- frequently than daily, provided that the death benefit 
ce. = —=*émusstt' be vale att least once each contract year. 
irer, 
ind Section 22(f) of the Act prohibits an investment company 
such from restricting the transferability or negotiability of any 


security of which it is the issuer. Proposed Rule 6e-2 pro- 


: vides exemption from this prohibition in recognition of 
neh 1D: fact that most state insurance laws and most insurance 


St- contracts specifically limit the transferability and negoti- 

g ability of the contract. 

2-2 

on- Proposed Rule 6e-2 would provide exemption from Sec- 

sh tions 27(a)(1) and 27(h)(1) by allowing the maximum 9% 

e | sales load to be computed over a maximum of 20 years 

by and by defining the elements of the gross annual premium 

uch } which may be excluded in determining the amount charged 

tions for sales load. Those elements of the annual premium 

ce which may be excluded are the amount of cash value not 

osals attributable to investment earnings, the annual cost of in- 

ard surance, a risk charge to cover the minimum death benefit 
guarantee, an annual charge for insurance-administrative 
fees, a charge for state premium taxes, and additional 

re- | charges for incidental fixed insurance benefits, substandard 

at | fisks and for more frequent than annual premium payments. 

ot 

y this | In addition, the proposed Rule also contains two alterna- 
tives for the treatment of dividends under participating 
variable life insurance contracts, both of which would allow 

nsfer the life insurer to deduct certain amounts for anticipated 

opri _ dividend payments in the calculation of the sales load 

and under a contract. The first alternative would allow the use 

shed of the actuarial level equivalent of dividends expected to 

te be paid over the same period used in computing the 9% 


average sales load, assuming an annual gross after-tax in- 
jons ! estment return of 4%, and the same mortality, interest 
on! 0: lapse assumptions utilized in computing the dividend 
racts scale for the contract. Thus, under this approach, a life 
iS as insurer could deduct in each of the first 20 contract years, 






an average dividend which is computed based upon the 
same assumptions used to develop the life insurer’s divi- 
dent scale rather then the arithmetic average of dividends 
expected to be paid during the period. The second alterna- 
tive would allow an annual deduction from gross premiums 
in calculating sales loads of the dividend reasonably antici- 
pated to be paid in each year, assuming a gross after tax 
investment return of 4%. The Commission has reviewed 
comments from interested persons concerning the appropri- 
ateness of recognizing the special aspects of participating 
insurance in the calculation of sales loads. The Commission 
has determined that such recognition is appropriate and 
has proposed these two alternatives in the expectation that 
it will receive substantive and detailed comment, including 
economic analyses, from life insurers who expect to offer 
participating variable life insurance contracts. 


Proposed Rule 6e-2 would allow the same exemption from 
Sections 27(a)(3) and 27(h)(3) as is presently provided by 
Rule 27a-2 for certain registered variable annuity separate 
accounts. The proposed Rule also would provide exemp- 
tion from Sections 27(c)(2), 26(a)(1) and 26(a)(2), pro- 
vided that the life insurer complies with all other provisions 
of Section 26 as if it were a trustee, depositor or custodian 
for the separate account and meets certain additional re- 
quirements relating to financial stability, periodic inspec- 
tion and limitation of administrative charges. 


It is anticipated that variable life insurance contracts will 
provide several different non-forfeiture options in the 
event that premium payments are not made when due, and 
will designate a particular option if the contractholder fails 
to elect an option. Proposed Rule 6e-2 would provide 
exemption from Sections 27(c)(1) and 27(d) to the extent 
that a non-forfeiture option may not comply with the 
requirement of such Sections that the contract be redeem- 
able or provide for a refund in cash. 


The Commission believes that due to expensive insurance- 
administrative procedures and the unique nature of the 
variable life insurance product, it is appropriate to provide 
some exemption from the provisions of Section 27(d). 
Proposed Rule 6e-2 would provide exemption from the re- 
fund requirements of Section 27(d) by reducing the amount 
of sales load which must be returned to a redeeming con- 
tractholder, by increasing the length of the refund period 
and by requiring a right of conversion to a fixed benefit 
life insurance policy. Pursuant to the proposed Rule, the 
redeeming contractholder could receive a refund of sales 
loand ranging from the excess paid for sales loading which 
is over 30% of gross premium payments made in the first 
12 months to the excess paid over 15% of gross premium 
payments in the first 30 months. It is expected that this 
proposed modification will provide the protections deemed 
necessary by Congress when it enacted Section 27(d), 
while, at the same time, recognizing the relevant differ- 
ences between variable life insurance contracts and other 
periodic payment plan certificates issued by investment 
companies. 
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In Rule 27d-1 the Commission has imposed a reserve re- 
quirement applicable to principal underwriters and de- 
positors of periodic payment plans subject to Sections 
27(d) or 27(f). Proposed Rule 6e-2 would provide exemp- 
tion from Rule 27d-1 if an insurance company guarantees 
the performance of all obligations of the depositor or 
principal underwriter and such depositor or principal un- 
derwriter complies with all provisions of Rule 27d-2. 


Proposed Rule 6e-2 would provide exemption from Section 
27(e) and Rule 27e-1 if the persons who are required to 
provide a notice of rights of withdrawal and refund to 
variable life insurance contractholders provide such notice 
on Form N-271-1 (which is proposed herewith) and meet 
the other conditions as to the time and frequency of mailing 
of this notice. 


The proposed Rule would also provide exemption from 
Section 27(f) and Rule 27f-1 if a notice of withdrawal right 
and statement of charges is provided on Form 271-2 (which 
is proposed herewith) in accordance with the other require- 
ments of this exemption. 


Finally, proposed Rule 6e-2 would provide exemption 
from Section 32(a)(2) with respect to the selection of in- 
dependent public accountants for the separate account on 
a basis similar to that provided by present Rule 32a-2 for 
certain registered separate accounts. 


sn 2 


The text of proposed Rule 6e-2 is as follows: 


Rule 6e-2: Exemptions for Certain Variable Life Insurance 
Separate Accounts 


(a) A separate account, and the investment adviser, prin- 
cipal underwriter, and depositor of such separate account, 
shall, except for the exemptions provided in paragraph (b) 
of this rule Ge-2, be subject to all provisions of the Act as 
though such separate account were a registered investment 
company issuing periodic payment plan certificates if: 


(1) such separate account is established and maintained by 
a life insurance company pursuant to the insurance laws or 
code of (i) any state or territory of the United States or 
the District of Columbia, or (ii) of Canada or any province 
thereof, if it complies to the extent necessary with Rule 
7d-1 under the Act; 


(2) the assets of the separate account are derived solely 
from the sale of variable life insurance contracts as defined 
in paragraph (c) of this rule 6e-2, and advances made by 
the life insurance company which established and main- 
tains the separate account (“life insurer’) in connection 
with the operation of such separate account; 


(3) the separate account is not used for variable annuity 
contracts or for funds corresponding to dividend accumula- 
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tions or other contract liabilities not involving life con- 
tingencies; 


(4) the income, gains and losses, whether or not realized, 
from assets allocated to such separate account, are, in 

accordance with the applicable variable life insurance con- | 
tract, credited to or charged against such account without 
regard to other income, gains or losses of the life insurer; 





‘ 
(5) the separate account is legally segregated, and that por- | 
tion of its assets having a value equal to, or approximately 
equal to, the reserves and other contract liabilities are not | 
chargeable with liabilities arising out of any other business 

that the life insurer may conduct; } 


(6) the assets of the separate account have, ateach time _| 
during the year that adjustments in the reserves are made, } 
a value at least equal to the reserves and other contract 
liabilities with respect to such separate account, and at all 
other times, except pursuant to an order of the Commis- 
sion, have a value approximately equal to or in excess of 
such reserves and liabilities; and 


| 
} 


(7) the investment adviser of the separate account is 
registered under the Investment Advisers Act of 1940. 


(b) If a separate account meets the requirements of para- 

graph (a), then such separate account and the other persons) 
described in paragraph (a) shall be exempt from the pro- A, 
visions of the Act as follows: 


(1) Section 7. 
(2) Section 8 to the extent that: 


(i) for purposes of paragraph (a) of Section 8, the separate 
account shall file with the Commission a notification on i 
Form N-6EI-1 which identifies such separate account; and 


(ii) for purposes of paragraph (b) of Section 8, the separate 
account shall file with the Commission a report, on a form 
to be designated by the Commission, within ninety days 
after filing the notification on Form N-6EI-1, provided, 
however, that if the fiscal year of the separate account ends 
within this ninety day period the report may be filed 
within ninety days after the end of such fiscal year. 


(3) Section 9 to the extent that: } 


(i) the eligibility restrictions of Section 9(a) of the Act shall 
not be applicable to those persons who are officers, di- } 
rectors, and employees of the life insurer or its affiliates 
who do not participate directly in the management or 
administration of the separate account or in the sale of 
variable life insurance contracts funded by such separate 
account; and (it 
(ii) a life insurer shall be ineligible pursuant to paragraph 

(3) of Section 9(a) of the Act to serve as investment ad- 





iser, depositor of or principal underwriter for a variable 

ife insurance separate account only if an affiliated person 
of such life insurer, ineligible by reason of paragraphs (1) 

2d, or (2) of Section 9(a), participates directly in the manage- 
| ment or administration of the separate account or in the 


con- | gale of variable life insurance contracts funded by such 
Out} separate account. 
er; 
(4) Section 13(a) to the extent that: 
Por- 
tely (i) an insurance regulatory authority may require that the 
not separate account make (or refrain from making) certain 
ness investments which would result in changes in the sub-clas- 
sification or investment policies of the separate account, 
provided that such action is determined by such authority 
e to be necessary to assure the solvency of the life insurer or 
ide, } toassure performance of its obligations under variable life 
t insurance contracts funded by such separate account; 


(ii) changes in the investment policy of the separate account 
of initiated by contractholders or the board of directors of 

| the separate account may be disapproved by the life insurer, 
provided that such disapproval is reasonable and is based 
upon a determination by the life insurer in good faith that: 


(A) such change would be contrary to state law; or 


bjectives of the separate account or would result in the 
purchase of securities for the separate account which vary 
from the general quality and nature of investments and 
investment techniques utilized by other separate accounts 
of the life insurer; 


ra- 
> Ue such change would be inconsistent with the investment 
‘0- 


} (iii) any action taken in accordance with parts (i) or (ii) of 


rate this subparagraph (4) and the reasons therefore shall be dis- 
mn =F closed in writing to the board of directors of the separate 
and | account which shall include such disclosure in the proxy 
statement for the next meeting of variable life insurance 
arate contractholders of the separate account. 
form 
ys (5) Section 14{a), provided that the life insurer shall have 
i, at the time of any public offering of variable life insurance 
tends | contracts (i) a combined capital and surplus, if a stock com- 
' pany, or (ii) an unassigned surplus, if a mutual company, of 
| not less than $1,000,000. 
| — (6) (i) Section 15(a) to the extent this section requires that 
the initial written contract pursuant to which the invest- 
| ment adviser serves or acts shall have been approved by the 


t shall 
; | vote of a majority of the outstanding voting securities of 
es the registered company, provided that: 
f (A) such investment adviser is selected and a written con- 
te tract is entered into before the effective date of the reg- 
(| tration statement under the Securities Act of 1933, as 
mended, for variable life insurance contracts which are 
ph funded by the separate account, and that the terms of the 
d- contract are fully disclosed in such registration statement, 






and 


(B) a written contract is submitted to a vote of variable life 
insurance contractholders at their first meeting after the 
effective date of the registration statement under the 
Securities Act of 1933, as amended, on condition that such 
meeting shall take place within one year after such effec- 
tive date, unless the time for the holding of such meeting 
shall be extended by the Commission upon written request 
for good cause shown. 


(ii) Sections 15(a), (b) and (c) to the extent that: 


(A) an insurance regulatory authority may disapprove any 
contract between the separate account and an investment 
adviser or principal underwriter if such action is deter- 
mined by that authority to be necessary to assure the sol- 
vency of the life insurer, or to assure performance of its 
obligations under variable life insurance contracts funded 
by such separate account; 


(B) changes in the investment adviser of or principal under- 
writer for the separate account initiated by contractholders 
or the board of directors of the separate account may be 
disapproved by the life insurer, provided that such dis- 
approval is reasonable and is based upon a determination 
by the life insurer in good faith that: 


(1) the rate of the proposed investment advisory fee will 
exceed the maximum rate that is permitted to be charged 
against the assets of the separate account for such services 
as specified by any variable life insurance contract funded’ 
by such separate account; or 


(2) the proposed investment adviser may be expected to 
employ investment techniques which vary from the gen- 
eral techniques utilized by the current investment adviser 
to the separate account, or advise the purchase or sale of 
securities which would be inconsistent with the investment 
objectives of the separate account, or which would vary 
from the quality and nature of investments made by other 
separate accounts of the life insurer having investment 
objectives similar to the separate account; or 


(3) the proposed principal underwriter may be expected 
not to utilize procedures at least comparable to the present 
principal underwriter with respect to its review of the 
suitability of investment by prospective contractholders of 
the separate account, adherence to medical underwriting 
standards employed by the life insurer, or otherwise may 
endanger the solvency of such life insurer; 


(C) any action taken in accordance with subparts (A) or 

(B) of this subparagraph (6)(ii) and the reasons therefor 
shall be disclosed in writing to the board of directors of 

the separate account which shall include such disclosure in 
the proxy statement for the next meeting of variable life in- 
surance contractholders of the separate account. 
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(7) Section 16(a) to the extent that: 


(i) persons serving as directors of the separate account prior 
to the first meeting of such account's variable life insur- 
ance contractholders are exempt from the requirement of 
Section 16(a) of the Act that such persons be elected by 
the holders of outstanding voting securities of such account 
at an annual or special meeting called for that purpose, 
provided that: 


(A) such persons have been appointed directors of such 
account by the life insurer before the effective date of the 
registration statement under the Securities Act of 1933, as 
amended, for variable life insurance contracts which are 
funded by the separate account, these directors are identi- 
fied in such registration statement, and 


(B) an election of directors for such account shall be held 
at the first meeting of variable life insurance contracthold- 
ers after the effective date of the registration statement 
under the Securities Act of 1933, as amended, relating to 
contracts funded by such account, which meeting shall 
take place within one year after such effective date, unless 
the time for holding such meeting shall be extended by the 
Commission upon written request for good cause shown; 


(ii) a member of the board of directors of such separate 
account may be disapproved or removed by the appropri- 
ate insurance regulatory authority if such person is ineligi- 
ble to serve as a director of the separate account pursuant 
to insurance law or regulation of the jurisdiction in which 
the life insurer is domiciled. 


(8) Section 17(f) to the extent that the securities and 
similar investments of the separate account may be main- 
tained in the custody of the life insurer or an insurance 
company which is an affiliated person of such life insurer 
provided that: 


(i) the securities and similar investments allocated to such 
separate account are clearly identified as to ownership by 
such account, and such securities and similar investments 
are maintained in the vault of an insurance company des- 
cribed in this part (i) which meets the qualifications set 
forth in part (ii) of this subparagraph (8), and whose 
procedures and activities with respect to such safekeeping 
function are closely supervised by the insurance regulatory 
authorities of the jurisdiction in which the securities and 
similar investments will be held. 


(ii) the insurance company maintaining such investments 
must file with an insurance regulatory authority of a state 
or territory of the United States or the District of Columbia 
an annual statement of its financial condition in the form 
prescribed by the National Association of Insurance Com- 
missioners, be subject to supervision and inspection by such 
authority and be examined periodically as to its financial 
condition and other affairs by such authority, hold the 
securities and similar investments of the separate account 
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in its vault, which vault must be equivalent to that of a 

bank which is a member of the Federal Reserve System, 
and have a combined capital and surplus, if a stock com- 
pany, or an unassigned surplus, if a mutual company, of 





not less than $1,000,000 as set forth in its most recent i; e 
annual statement filed with such authority. it 

ht 
(iii) access to such securities and similar investments shall I 


be limited to employees of or agents authorized by the 
Commission, representatives of insurance regulatory auth- ( 
orities, independent public accountants for the separate 
account, accountants for the life insurer and to no more i { 


than 10 persons authorized pursuant to a resolution of the f 
board of directors of the separate account, which persons | i 
shall be directors of the separate account, officers and s 
responsible employees of the life insurer or officers and t 
responsible employees of the affiliated insurance company ft 
in whose vault such investments are maintained (if applic- t 
able), and access to such securities and similar investments t 


shall be had only by two or more such persons jointly, at | 
least one of whom shall be a director of the separate 
account or officer of the life insurer; 


(iv) the requirement in subparagraph (8)(i) that the securi- 
ties and similar investments of the separate account be 
maintained in the vault of a qualified insurance company 
shall not apply to securities on loan which are collateral- 
ized to the extent of their full market value, or to securiti 4 
hypothecated, pledged, or placed in escrow for the alll 
of such separate account in connection with a loan or ‘ 
other transaction authorized by specific resolution of the ( 
board of directors of the separate account, or to securities 
in transit in connection with the sale, exchange, redemp- 

tion, maturity or conversion, the exercise of warrants or 
rights, assents to changes in terms of the securities, or other } 
transactions necessary or appropriate in the ordinary course 
of business relating to the management of securities; | 


nan me af em eelUmelUl 


(v) each person when depositing such securities or similar | 
investments in or withdrawing them from the depository or 
when ordering their withdrawal and delivery from the | 
custody of the life insurer or affiliated life insurance com- | 
pany, shall sign a notation in respect of such deposit, with- 
drawal or order which shall show (A) the date and time of 
the deposit, withdrawal or order, (B) the title and amount 
of the securities or other investments deposited, withdrawn 
or ordered to be withdrawn, and an identification thereof 
by certificate numbers or otherwise, (C) the manner of | 
acquisition of the securities or similar investments deposited, | 
or the purpose for which they have been withdrawn, or 
ordered to be withdrawn, and (D) if withdrawn and de- 
livered to another person the name of such person. Such 
notation shall be transmitted promptly to an officer or 
director of the separate account or the life insurer desig- 
nated by the board of directors of the separate account 
who shall not be a person designated for the purpose of 
part (iii) of this subparagraph (8). Such notation shall be 
on serially numbered forms and shall be preserved for at 
least one year. 
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i) such securities and similar investments shall be verified 
complete examination by an independent public accoun- 

tant without prior notice to such separate account. A 
certificate of such accountant stating that he has made an 
examination of such securities and investments and describ- 
ing the nature and extent of the examination shall be 
transmitted to the Commission by the accountant prompt- 
ly after each examination. 


(9) Section 18(i) to the extent that: 


(i) for purposes of any section of the Act which provides 

for the vote of security holders on matters relating to the 
investment company, variable life insurance contractholders 
shall have one vote for each $100 of cash value, with frac- 
tional votes allocated for amounts less than $100, under 
their contract determined as of a record date not more 

than 60 days prior to any meeting at which such vote is 
held; and 


(ii) the requirement of this section that every share of 
stock issued by a registered management investment com- 
pany (except a common-law trust of the character des- 
cribed in Section 16(b) ) shall be a voting stock and have 
equal voting rights with every other outstanding voting 
stock shall not be deemed to be violated by actions 
specifically permitted by any provision of this rule. 


0) Section 19 to the extent that the provisions of this 
section shall not be applicable to any dividend or similar 
distribution paid or payable pursuant to provisions of 
participating variable life insurance contracts. 


(11) Sections 22(d), 22(e) and 27(c)(1) and Rule 22c-1 
promulgated under Section 22(c) to the extent: 


(i) that the amount payable on death and the cash surrender 
value of each variable life insurance contract shall be de- 
termined on each day during which the New York Stock 
Exchange is open for trading, not less frequently than once 
daily as of the time of the close of trading on such Ex- 
change, but if the net valuation premium for such contract 
is transferred to the separate account less frequently than 
daily, then the amount payable on death need be deter- 
mined only when such net premium is transferred, provided, 
in any event, that the amount payable on death shall be 
determined at least once each contract year; and 


(ii) necessary for compliance with this Rule 6e-2 or with 
insurance laws and regulations and established administra- 
tive procedures of the life insurer with respect to issuance, 
transfer and redemption procedures for variable life insur- 
ance contracts funded by the separate account including, 
but not limited to, premium rate structure and premium 
rocessing, insurance underwriting standards and the par- 


; lar benefit afforded by the contract, provided, how- 


er, that any action taken pursuant to exemption provided 
by this subparagraph (11)(ii) shall, as determined by the 
board of directors of the separate account, be reasonable, 


fair and not discriminatory to the interests of the affected 
contractholder_and to all other holders of contracts of the 
same class or series funded by the separate account, and, 
further provided that any such action shall be disclosed in 
the form required to be filed by the separate account with 
the Commission pursuant to paragraph (b)(2)(ii) of this 
rule 6e-2. 


(12) Section 22(f) to the extent that transferability or 
negotiability of a variable life insurance contract funded by 
the separate account is limited by the laws of any jurisdic- 
tion in which the contract is sold, or by reasonable and fair 
provisions of the variable life insurance contract as deter- 
mined by the board of directors of the separate account, 
which provisions are fully described in the prospectus for 
such contract. 


(13) Section 27 to the following extent: 
(i) Sections 27(a)(1) and 27(h)(1) to the extent that 


(A) the sales load, as defined in part (B) of this subpara- 
graph (13(i), on any variable life insurance contract which 
is funded by the separate account shall not exceed 9 per 
centum of the total gross annual premium payments to be 
made thereon during the period equal to the lesser of 20 
years or the anticipated life expectancy of the insured 
named in the contract based on the 1958 Commissioners 
Standard Ordinary Mortality Table; and 


(B) the sales load charged on any premium payment, as 
used in this rule, is the excess of the gross annual premium 
Payment over the sum of the following: 


(1) the amount of the cash value for the first year, if any, 
and the amount of the increase in the cash value for each 
subsequent year, that is not attributable to investment 
earnings; 


(2) the cost of insurance based on the 1958 Commissioners 
Standard Ordinary Mortality Table; 


(3) a reasonable charge necessary to cover the risk assumed 
by the life insurer that the assets in the separate account 
will be insufficient to provide for the guaranteed minimum 
death benefit; 


(4) any annual administrative fees and any first year ad- 
ministrative fees to cover expenses which are not recurrent 
in nature, which fees shall be reasonable and in amounts 
not to exceed anticipated administrative expenses not 
attributable to sales or promotional activities; 


(5) a deduction approximately equal to state premium 
taxes; 


(6) any additional premium charged if the insured does not 
meet standard underwriting requirements; 
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(7) any additional premium specifically charged for any 
incidental benefits which do not vary in relation to the 
performance of the separate account; 


(8) any additional premium, in the nature of an interest 
or service charge or administrative fee, charged when prem- 
iums are paid more frequently than annually; 


[ALTERNATIVE A] 


(9) for a participating variable life insurance contract, the 
actuarial level equivalent of dividends anticipated to be 
paid over the period of such contract described in part (A) 
of this subparagraph (13)(i), assuming a gross annual in- 
vestment return for the separate account which funds such 
contract of 4% after deduction for any Federal income 
taxes, and based upon the mortality, interest and lapse 
assumptions used in computing the dividend scale for such 
contract; 


[ALTERNATIVE B] 


(9) for a participating variable life insurance contract, the 
dividend reasonably anticipated to be paid for that con- 
tract year, assuming a gross annual investment return for 
the separate account which funds such contract of 4% 
after deduction for any Federal income taxes; 


(ii) Sections 27(a)(3) and 27(h)(3) provided that the pro- 
portionate amount of sales load deducted from any pay- 
ment during the contract period shall not exceed the pro- 
portionate amount deducted from any prior payment dur- 
ing the contract year; 


(iii) Sections 27(c)(2), 26(a)(1) and 26(a)(2) provided that 
the life insurer complies, to the extent applicable, with all 
other provisions of Section 26 as if it were a trustee, de- 
positor or custodian for the separate account, and: 


(A) files with the insurance regulatory authority of a state 
or territory of the United States or of the District of 
Columbia an annual statement of its financial condition in 
the form prescribed by the National Association of Insur- 
ance Commissioners, which most recent statement indicates 
that it has a combined capital and surplus, if a stock com- 
pany, or an unassigned surplus, if a mutual company, of 
not less than $1,000,000; 


(B) is examined from time to time by the insurance regula- 
tory authority of such state, territory or District of 
Columbia as to its financial condition and other affairs and 
is subject to supervision and inspection with respect to its 
separate account operations so as to protect the interests 
of persons whose contracts are funded by such account and 
provide assurance of performance by the separate account 
and the insurance company of their obligations to, such 
persons; and 


(C) limits the charges for administrative services to 
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amounts that ate reasonable in relation to services render 
and expenses incurred. The Commission shall retain jurisdj 
tion regarding the determination of such charges; 









(iv) Section 27(c)(1) and Section 27(d), to the extent that 
such sections require that the variable life insurance con- | 
tract be redeemable or provide for a refund in cash, pro- 
vided that such contract provides for election by the con- 
tractholder of a cash surrender value or certain non-for- 
feiture and settlement options which are required or per- 
mitted by the insurance law or regulation of the jurisdic- 
tion in which the contract is offered, and further provided 
that in the absence of an election by the contractholder, 
such contract shall not provide for the automatic imposi- 
tion of any option, including, but not limited to, an auto- 
matic premium loan, which would involve the payment of 
an interest or similar charge; 





SS 


(v) Section 27(d), provided that the variable life insurance 
contract gives the holder thereof the rights to: 


(A) surrender the contract at any time during the first 30 } 
months after issuance of such contract and receive in cash 
the sum of the present value of his contract which is the 
cash surrender value next computed after receipt by the 
life insurer of the request for surrender in proper form, 
plus, depending upon the period over which such contract 
has been retained by the contractholder, an amount from A 


the underwriter or depositor of the separate account equa 
to that part of the excess paid for sales loading which is 
over 30 per centum of the gross payments made by the 
contractholder in the first 12 months of the contract, or 

25 per centum of the gross payments made in the first 18 
months of the contract, or 20 per centum of the gross pay- 
ments made in the first 24 months of the contract, or 15} 
per centum of the gross payments made in the first 30 
months of the contract, and plus, for a participating vari- / 
able life insurance contract, that portion of the annual 
premium deducted pursuant to part (9) of subparagraph 
(13(i)(B) above which exceeds the dividends paid to the 
contractholder during the applicable period; and 


(B) convert the variable life insurance contract to a life 
insurance policy which provides for a fixed death benefit 
and cash surrender value issued by the life insurer, or an { 
affiliated life insurance company of such insurer, which 
provides for a fixed death benefit equal to the face amount 
of the variable life insurance contract, or the minimum —} 
death benefit of such contract, whichever is the greater at 
the time of conversion, and premiums which are based on | 
the same issue age and risk classification of the insured as | 
the variable life insurance contract; 


(vi) A depositor or principal underwriter for a variable life 
insurance contract sold subject to Section 27(d) or Section 
27(f) of the Act, or both, shall be exempt from the requir, ii 
ments to guarantee the performance of all obligations of 
such depositor or principal underwriter under Section 
27(d) and 27(f) of the Act to refund charges and such 









insurance company, depositor and principal underwriter 


d 
miss mply with all provisions of Rule 27d-2: 


Jrisdi 
(vii) Section 27(e) and Rule 27e-1 thereunder to the extent 


that | that the separate account and the depositor and principal 
underwriter therefor, when such persons are subject to sub- 





wm paragraph (13(v) of this rule, are required to provide a 
son- notice of right of withdrawal and refund to holders of vari- 
v. | able life insurance contracts, if the life insurer or a duly 
yer- authorized agent provides a notice of withdrawal and re- 
lic- fund rights on Form N-271-1, provided that such notice 
fided shall be sent by first class mail to the purchasing con- 
er, tractholder: 
ree (A) at issuance of the variable life insurance contract, 
at of which notice may be sent together with the issued variable 
| life insurance contract and an illustration, in a form 
| appropriate for inclusion in the prospectus for the variable 
once life insurance contract, of gross annual premiums, death 
benefit and cash surrender value applicable to the age, sex 
| and underwriting classification of the insured; 
be (B) not more than 60 days nor less than 45 days prior to 


ne | the expiration of the refund right required by subparagraph 
(13}(v) of this rule, and 


sa (C) not later than 7 days prior to the expiration of the 

rom oh glee period provided in the variable life insurance con- 

equa t for payment of any premium due during the period 

ts “or Which the refund right is provided, which notice may 

“ be sent together with a notification that the premium pay- 

a ment is overdue; 

t 18 nes : : 

; pay- (viii) Section 27(f) and Rule 27f-1, provided that: 

) (A) the variable life insurance contract provides that the 

at | contractholder may elect to return the contract within 45 

| days of the date of the execution of the application for 

ph insurance or within 10 days after receipt of the issued con- 

he tract by the contractholder, or within 10 days after mail- 
ing of the notice of the right of withdrawal, whichever is 
later, and receive a refund of all premium payments made 

. for such contract; 

efit 

an | (B) a refund of all premium payments to redeeming con- 

h tractholders will not in any way affect the interests in the 

nount | SParate account or the benefits of other variable life insur- 

ance contractholders; 

pr at 

jon | (©) notice of such withdrawal right and a statement of 

pe charges on Form N-271-2 is sent by first class mail to the 
contractholder, which notice and statement may be accom- 
panied by the variable life insurance contract and an 

> life illustration, in a form appropriate for inclusion in the pro- 

ction spectus for the variable life insurance contract, of gross 






qui nual premiums, death benefit and cash surrender value 


0 
of 
| ' “of the insured; 


plicable to the age, sex and underwriting classification 


' 


(D) the contractholder, in conjunction with the notice of 
withdrawal right referred to in part (C) of this subpara- 
graph (13)(viii), is provided with a form of request for 
refund of premium paid, which form shall set forth: 


(1) instructions as to the manner in which a refund may be 
obtained including the address to which the request form 
should be mailed; and 


(2) spaces necessary to indicate the date of such request, 
the contract number and the signature of the contract- 
holder; and 


(E) within 7 days from the receipt of such duly executed 
timely request for refund, the life insurer will refund in 
cash to the contractholder the entire amount of premium 
paid on the contract. 


(14) Section 32(a)(2), provided that: 


(i) the independent public accountant is selected before the 
effective date of the registration statement under the 
Securities Act of 1933, as amended, for variable life insur- 
ance contracts which are funded by the separate account, 
and the identity of such accountant is disclosed in such 
registration statement, and 


(ii) the selection of such accountant is submitted for 
ratification or rejection to variable life insurance contract- 
holders at their first meeting after the effective date of the 
registration statement under the Securities Act of 1933, as 
amended, on condition that such meeting shall take place 
within one year after such effective date, unless the time 
for the holding of such meeting shall be extended by the 
Commission upon written request for good cause shown. 


(c) When used in this rule 


(1) “Variable life insurance contract’ means a contract of 
life insurance, subject to regulation under the insurance 
laws or code of every jurisdiction in which it is offered, 
issued by a separate account of a life insurer, which con- 
tract, so long as premiums are paid when due in accordance 
with its terms, provides for: 


(i) a death benefit and cash surrender value which vary to 
reflect the investment experience of the separate account; 


(ii) an initial stated dollar amount of death benefit, and 
payment of a death benefit guaranteed by the life insurer 
to be at least equal to such stated amount; and 


(iii) assumption of the mortality and expense risks there- 
under by the life insurer for which a charge against the 
assets of the separate account, specified and fixed in the 
contract, and disclosed in the prospectus, may be assessed; 


(2) “Incidental insurance benefits” means insurance bene- 
fits provided pursuant to the variable life insurance con- 
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tract, other than the minimum and variable death benefit, 
which do not vary in amount or duration in accordance 
with the investment performance of the separate account, 
and include, but are not limited to, accidental death and 
dismemberment benefits, disability income benefits, 
guaranteed insurability options, and family income or 
fixed benei.t term riders; 


(d) “Minimum death benefit” is the amount guaranteed by 
the life insurer to be paid pursuant to a variable life insur- 
ance contract in the event of the death of the insured with- 
out regard to the investment performance of the separate 
account funding the variable life insurance contract, but 
does not include any incidental insurance benefits. 


2s Fe 


The text of proposed Forms N-6E-1, N-271-1 and N-271-2 
is as follows: 


FORM N-6ElI-1 


Notification of Claim of Exemption Pursuant to Rule 6e-2 
Under the Investment Company Act of 1940 





Exact Name of Separate Account 





Exact Name of Life Insurance Company Which Established 
and Maintains the Separate Account (“Life Insurer’’) 


INSTRUCTIONS FOR FORM N-6EI-1 


Read instructions carefully before preparing this Notifica- 
tion. It will not be deemed acceptable unless it is prepared, 
executed and filed substantially in accordance with these 
instructions. 


1. Rule as to use of form: 


This form shall be used as the Notification of Claim of 
Exemption filed with the Commission pursuant to Rule 
6e-2 under the Investment Company Act of 1940. 


2. Preparation of form of Notification: 


(a) Every item is to be answered fully and accurately. If 
an item is not applicable indicate that fact by giving the 
answer “not applicable.” 


(b) Every item is to be answered as of the date the form is 
prepared, unless the context clearly indicates the contrary. 


(c) All answers are to be typewritten or printed. The reply 
should be centered on the page so that a margin will appear 
on both sides. If the space provided for an answer is in- 
sufficient, separate sheets of the same size as the form shall 
be used and attached to the form as exhibits. Each such 
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sheet shall be identified at the top as follows: ‘‘Exhibit 
No. ___, referring to Item ___of the Form of Notifi 
tion of Claim of Exemption.”” Where such sheets are used, 
reference thereto shall be made under the appropriate item 
of the form by the words “See Exhibit No...” 





| 
(d) Names shall be given in full. /nitials or abbreviations {: 
will not suffice. 


(e) Signature. An original and five copies of each Notifica- ( 
tion of Claim of Exemption shall be filed. The original 

Notification shall be signed by the Chairman of the board 
of directors of the separate account claiming exemption, 
and by a senior officer or trustee of the life insurer. ( 


( 





The five copies of the Notification may have facsimile or } 4 
typed signatures. ti 


(f) Filing. The Notification and all inquiries and communi- | 4 
cations with respect thereto shall be forwarded to the f 
Securities and Exchange Commission, Washington, D.C. 

20F 49. ( 


(g) / There is no fee charged for filing the Notification. 


JOTIFICATION OF CLAIM OF EXEMPTION 


The undersigned life insurer hereby notifies the Securities _| 
and Exchange Commission that it has established a separ: q 
account that is intended to be maintained and operated in 

compliance with Rule 6e-2 under the Investment Company 


1 
Act of 1940 and in connection with such Notification y 
r 
V 





submits the following information: 
1. Exact name of separate account: 
2. Exact name of life insurer: 


3. Name of State or other jurisdiction under whose laws 
the life insurer was organized or created: 


4. Date of organization of life insurer: 


5. Date of establishment of separate account: 


6. Law or statute and regulation, if any, pursuant to which 
the separate account was organized: 


7. Name and address of each director, trustee and senior 
officer of the separate account: j 


| 
8. Furnish the following information concerning the life 


insurer: 


(a) Address of principal business office: 


(b) The name and address of each director, trustee and 
senior officer: , 


it Exact name of the investment adviser to the separate 
ifi ount: 

1sed, 
-item 10, Furnish the following information with respect to the 
investment adviser: 


ns la) Name of state or other jurisdiction under the laws of 
which the investment adviser was organized: 


} 
ifica- (b) Date of organization: 
| 
oard | (c) Principal business address: 
| 
(d) Name and address of each director and officer: 
20r } 11. Exact name of the principal underwriter for the variable 
life insurance contracts: 
nuni- | 12. Furnish the following information with respect to the 
principal underwriter: 
Be | 
(a) Name of state or other jurisdiction under the laws of 
which the principal underwriter was organized: 
ition. 
(b) Date of organization: 
(c) Principal business address: 
‘ities 


par > Name and address of each director and officer: 

ed in 

npany 13. If the separate account is a unit investment trust pro- 

1 vide the following information with respect to the invest- 
ment company in which the assets of the separate account 
will be invested: 


(a) Exact name: 

(b) Principal business address: 

(c) Name and address of the Investment Adviser: 
(d) Name and address of the Principal Underwriter: 


14. Exact name and address of Independent Public Accoun- 
tant for th separate account: 
which 

15. Exact name and address of the Custodian or the bank 
| or other company in whose safekeeping the assets of the 
ior separate account will be held: 


16. Exact name of variable life insurance contract(s) to 
life be funded by this separate account: 


17. State the investment objectives of the separate account: 


WO 


19. List the types and amounts of any charges to be made 







State the fundamental investment policies and tech- 
ues of the separate account: 


on a periodic basis against the assets of the separate 
account: 


20. Furnish the information required by the following 
table with reference to: (a) every company owning 5% or 
more of the voting securities of the life insurer, (b) every 
company 5% or more of the voting securities of which are 
owned directly by the life insurer, and (c) every company 
5% or more of the voting securities of which are owned by 
any company 5% or more of the voting securities of which 
are owned by the life insurer: 
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State or Percentage 
foreign country of voting 
Date of Form of under laws of Principal securities 
Name of Company 1/ organization organization which organized business owned 


























1/ Indent to show degree of remoteness from life insurer, for example — 
Life Insurer 
Company A (5% or more of voting securities of which held by life insurer) 
Company B (5% or more of voting securities held by Company A). 


21. Annex the lates regular periodic report filed with the superintendent of insurance ot the life insurer’s domicile and, if 
available, submit in the form of an attached exhibit a copy of the life insurer’s last regular periodic report to its security 
holders or policyholders. 


SIGNATURE (f 
Pursuant to the requirements of Rule 6e-2 under the Investment Company Act of 1940, as amended, the undersigned , 


and have caused this Notification of Claim 
(Name of Separate Account) (Name of Life Insurer) 
of Exemption to be duly executed on behalf of the separate account claiming exemption in the city of 



































county of , state of on the day of 
t 
197__ 
Attest: 
Name (Name of Separate Account) 
By 
Title (Chairman of the Board of Directors) 
Attest: 
Name (Name of Life Insurer) 
By 








(Director, Trustee or Senior Officer) 
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DRM N-271-1 
(Name and Address of Life Insurer] 


(Owner’s Name] [Date of Mailing] 


RE: [Contract Number 
Contract Issue Date 
Insured’s Name 

| Pian Name 


(Owner’s Address] 


Premium/Mode 
Annualized Premium] 
| 


NOTICE OF RIGHT OF CANCELLATION AND REFUND 


| 
| This notice is sent to you in accordance with the laws 


| administered by the United States Securities and Exchange 


and, if 
curity 


ned 


Claim 


Commission (“SEC”). Please read it carefully and retain it 
with your important records. 


You have purchased a variable life insurance contract from 
| [Name of Life Insurer] under which benefits depend on 
| the investment experience of [Name of Separate Account] 
(“Account”). You have pursuant to requirements of the 
SEC and the terms of your contract, the right to return 
your contract for cancellation at any time from the date of 
issuance of your contract to the expiration of thirty (30) 
nths from that date [specify exact date of expiration of 
jund right] and to receive, in cash, the surrender value of 
the contract at the time of cancellation as determined in 
accordance with the provisions of your contract, and an 
_ amount equal to that part of the excess paid for sales load- 


,” ing which is over (a) 30% of premiums paid in the first 12 








months of the contract, or (b) 25% of premiums paid in the 
first 18 months of the contract, or (c) 20% of premiums 
paid in the first 24 months of the contract, or (d) 15% of 
premiums paid in the first 30 months of the contract. 


You should be aware that, in any event, your right to a 
refund of a portion of the premium paid for sales load in 
addition to the cash surrender value of your contract ex- 
pires not later than [specify exact date] . Further, you 
should also be aware that, during this thirty (30)month 
period, if you fail to make any premium payment due on 

or before the due date for such premium payment or within 
the grace period [specify number of days in grace period] 
and if you do not request cancellation of your contract and 
the partial refund of sales load available to you, your con- 
tract will lapse and your cash surrender value will be 

applied in accordance with the non-forfeiture option under 
the contract which you select or which is automatically 
applicable in lieu of your voluntary selection, and you will 
not receive any partial refund of sales load. 


determining whether or not to exercise your right of 
\cellation and refund, you should consider, among other 
ings, the projected cost of your contract and your ability 
to make the scheduled payments for the premium payment 
period of your contract as they become due. Your con- 


tract provides for payments as stated above. 


Also, you have already been furnished a prospectus which 
described the deductions from premiums before amounts 
are allocated to the Account. These are: 


For sales load, a deduction which will not exceed the fol- 
lowing percentages of the premium (exclusive of the 
annual deduction for administrative expenses described 
below and premiums paid for extra mortality risks and 
optional insurance benefits, if any): [State the level of 
sales load deductions in percentages as specified in the 
prospectus and the dollar amounts for this variable life 
insurance contract] . 


For administrative expenses, deductions will be made from 
premiums in the following percentages for designated ex- 
penses: [State the administrative charges in dollar amounts 
or percentages deducted from the premium as specified in 
the prospectus for this variable life insurance contract] . 


If you should have any questions regarding your rights of 
cancellation and refund, please refer to your prospectus 
and your contract at [pages ]. Should you decide 
to exercise your right of cancellation and refund, complete 
the enclosed form and return your contract as outlined in 
the enclosed instructions, post marked on or before the 
latest date permitted for cancellation as described above. 
[Name and Title of Officer] 

FRONT 


Instructions 
Please Read Carefully 


To the Contractowner: 


If, after reading the enclosed notice, you elect to return 
your contract for cancellation and refund you must: 


1. Sign and date the reverse of this form 


2. Mail the form together with your contract (if received 
by you) to 


[Name and Address of Life Insurer] 
3. The post mark on the envelope must be on or before the 
latest date permitted for cancellation as described in the 


attached letter. 


4. Please check the box on the reverse if you have not yet 
received your contract when mailing this form. 
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BACK 
Important - See Instructions on Reverse 
To: [Name of Life Insurer] 


Pursuant to the terms of the notice previously furnished by 
[Name of Life Insurer] , | hereby return the contract 
numbered below (the “‘contract”) for cancellation and 
request the payment to me in cash of the cash surrender 
value next computed after my request for cancellation is 
received plus the amount paid for sales load which is in 
excess of 30% of premium payments made during the first 
12 months of the contract, or 25% of premium payments 
made in the first 18 months of the contract, or 20% of 
premium payments made in the first 24 months of the 
contract, or 15% of premium payments made in the first 
30 months of the contract. 





Date Signature of Contract Owner(s) 





Contract Number 


[ ] | have not yet received the contract and should it be 
received | will return it to [Name of Life Insurer] . 


FORM N-271-2 
[Name and Address of Life Insurer] 


[Owner’s Name] [Date of Mailing] 


[Owner’s Address] RE: [Contract Number 
Insured’s Name 

Plan Name 
Premium/Mode 
Annualized Premium] 


NOTICE OF WITHDRAWAL RIGHT 


This notice is sent to you in accordance with the laws 
administered by the United States Securities and Exchange 
Commission (“SEC”). Please read it carefully and retain it 
with your important records. 


You have recently purchased a variable life insurance con- 
tract from [Name of Life Insurer] under which benefits 
depend on the investment experience of [Name of Separate 
Account] (‘“Account’’). You have, pursuant to require- 
ments of the SEC and your contract, the right to examine 
and return your contract for cancellation, and receive a full 
refund of all premiums paid, at any time within 10 days 
from delivery of the contract or 45 days from the date of 
Part 1 of the application, whichever is later, but in any 
event you have until 10 days from the date of mailing of 
this notice, as determined by its postmark, to return the 
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contract for cancellation. (Accompanying your contract § 
will be an illustration of the way in which the death bene- 
fit and cash surrender value under your contract will vary 
to reflect investment performance by the Account.) 
[Parenthetical statement is optional depending upon 
whether an illustration based upon the insured’s age, sex, 
underwriting classification and premium mode assuming a 
gross annual investment return, after allowance for any 
federal income taxes, of 0%, 4% and 8%, will be furnished,] 

















In determining whether or not to exercise your right, you 
should consider, among other things, the projected cost of T 
your contract and your ability to make the scheduled pay- 
ments for life as they become due. Your contract provides | P 
for payments as stated above. fr 


Also you have already been furnished a prospectus which 0 
describes the deductions from premiums before amounts } 
are allocated to the Account. These are: P 

0 
For sales load, a deduction which will not exceed the fol- | 





lowing percentages of the premium (exclusive of the 
annual deduction for administrative expenses described 
below and premiums paid for extra mortality risks and | 
optional insurance benefits, if any): [State the level of 
sales load deductions in percentages as specified in the 
prospectus and the dollar amounts for this variable life 
insurance contract] . 





For administrative expenses, deductions will be made from 
premiums in the following percentages for designated ex- | 
penses: [State the administrative charges in dollar amounts 
or percentages deducted from the premium as specified in 
the prospectus for this variable life insurance contract] . 


~ = ao -*- Mm Ss SS * 


Should you decide to exercise this right of cancellation, } 
complete the enclosed form and return your contract in 
accordance with the enclosed instructions, post markedon 
or before the latest date permitted for cancellation as 
described above. 


[Name and Title of Officer] 
FRONT i 


Instructions 
Please Read Carefully 


To the Contract Owner: 


If, after reading the enclosed notice, you elect to return 
your contract for cancellation you must: 








1. Sign and date the reverse of this card. 











2. Mail the card together with your contract (if received 
by you) to ; 


















[Name and Address of Life Insurer] 





ct 





The post mark on the envelope must be on or before the 











INVESTMENT COMPANY ACT OF 1940 


ene- atest date permitted for cancellation as described in the Release No. 9195/December 30, 1975 
fary attached letter. 
In the Matter of 

» 4. Please check the box on the reverse if you have not yet 
eX, received your contract when mailing this card. AMERICAN MUTUAL FUND, INC. 
nga AMERICAN FUNDS DISTRIBUTORS, INC. 
y BACK 611 West Sixth Street 
shed, | Los Angeles, California 90017 

important - See Instructions on Reverse 
you and 
stof | To: [Name of Life Insurer] 

Pay- NATIONAL MUNICIPAL TRUST, FIRST INSURED 
vides Pursuant to the terms of the notice previously furnished DISCOUNT SERIES AND SUBSEQUENT SERIES 

me by [Name of Life Insurer] | hereby return the contract 

| numbered below for cancellation and request a full refund THOMSON & McKINNON AUCHINCLOSS 
lich of the premium paid by me for the contract. KOHLMEYER INC. 
ints c/o Thomson & McKinnon Auchincloss 
Kohimeyer Inc. 
Date Signature of Contractowner Two Broadway 
fol- New York, New York 1004 
| (812-3799) 
2d 
d | Contract Number ORDER PURSUANT TO SECTION 6(c) OF THE 
f ACT EXEMPTING APPLICANTS FROM THE PRO- 
| ] | have not yet received the contract and should it be VISIONS OF SECTION 22(d) OF THE ACT 
_ received | will return it to [Name of Life Insurer] 
American Mutual Fund, Inc. (“AMF*’), an open-end, 

mil interested persons are invited to submit views and com- diversified investment company registered under the In- 
from | ments with respect to proposed Rule 6e-2 and proposed vestment Company Act of 1940 (“Act’’), American Funds 
ex- ; Forms N-6E1I-1, N-271-1 and N-271-2 in writing, to Distributors, Inc., the principal underwriter of AMF, Na- 
ounts | George A. Fitzsimmons, Secretary, Securities and Exchange _ tional Municipal Trust, First Insured Discount Series and 
2d in Commission, Washington, D.C. 20549 on or before Febru- Subsequent Series (“NMT”’), a unit investment trust 


ip 


~ 





ary 20, 1976. All communications with respect to this 
matter should refer to File No. S7-554. Such communica- 


} tions will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Investment Company Act Release No. 8690, Investment 
Advisers Act Release No. 439 (February 27, 1975). 


2/ Investment Company Act Release No. 8826, Investment 
Advisers Act Release No. 463 (June 18, 1975). 


3/ Investment Company Act Release No. 8691, Investment 
Advisers Act Release No. 440 (February 27, 1975). 


_ 4 The application was filed on June 24, 1975 (File No. 


812-3824). Notice of the application was published on 


registered under the Act, and Thomson & McKinnon 
Auchincloss Kohimeyer Inc., the sponsor and principal 
underwriter of NMT (collectively ‘““Applicants”’), filed an 
application on April 18, 1975, and amendments thereto on 
June 30, July 22, September 5, and November 17, 1975, 
pursuant to Section 6(c) of the Act, for an order of the 
Commission to exempt Applicants from the provisions of 
Section 22(d) of the Act to permit the sale of a combina- 
tion offering of shares of AMF together with units of NMT. 


On December 2, 1975, a notice was filed (Investment Com- 
pany Act Release No. 9061) of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
Application might be issued upon the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The matter having been considered, it is found that the 


August 13, 1975 (Investment Company Act Release No. 
588) and the Order of exemption was granted on October 
1975 (Investment Company Act Release No. 8992). 


granting of the requested order is appropriate in the public 

interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. Accordingly, 









ved 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
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the application for exemption from the provisions of Sec- 
tion 22{d) of the Act be, and hereby is, granted, effective 
forthwith. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9106/December 31, 1975 


In the Matter of 


DF FUND, INC. 

30 Walt Street 

New York, New York 10005 
(811-1791) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT COMPANY HAS CEASED 
TO BE AN INVESTMENT COMPANY 


On October 10, 1975, DF Fund, Inc. (“Applicant”), an 
open-end, non-diversified, management investment com- 
pany registered under the Investment Company Act of 
1940 (""Act’’) filed an application pursuant to Section 8(f) 
of the Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as de- 
fined in the Act. 


On December 3, 1975, a notice (Investment Company Act 
Release No. 9063) was issued on the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT IS ORDERED, pursuant to Section 8(f) of the Act, that 


the registration of DF Fund, Inc., shall cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
INVESTMENT COMPANY ACT OF 1940 
Release No. 9107/December 31, 1975 


In the Matter of 
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CHANNING SECURITIES, INC. 
2777 Allen Parkway 

Houston, Texas 77019 
(811-2437) 






ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT COMPANY HAS CEASED 
TO BE AN INVESTMENT COMPANY 


On October 6, 1975, Channing Securities, Inc., (“Appli- 
cant’), an open-end, diversified, management investment 
company registered under the Investment Company Act of ; 
1940 (“Act’’), filed an application pursuant to Section 8(/f} 
of the Act for an order of the Commission declaring that 
Applicant has ceased to be an investment company as 7 
defined in the Act. 


On December 3, 1975 a notice (Investment Company Act 
Release No. 9062) was issued of the filing of said applica- 
tion. The notice gave interested persons an opportunity to 
request a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that 
Applicant has ceased to be an investment company. 
Accordingly, 


IT S ORDERED, pursuant to Section 8(f) of the Act, that 
the registration of Channing Securities, Inc., shall cease to 7 
be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9108/December 31, 1975 - 


In the Matter of 


CHANNING INCOME FUND, INC. 7 
2777 Allen Parkway 
Houston, Texas 77019 
(811-614) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
ACT DECLARING THAT COMPANY HAS CEASED 
TO BE AN INVESTMENT COMPANY 


ee ee ee 


plicant”’), an open-end diversified, management invest- [ 
ment company registered under the Investment Company 
Act of 1940 (“Act”), filed an application pursuant to Sec 
tion 8(f) of the Act for an order of the Commission declar- 


On October 6, 1975, Channing Income Fund, Inc. (“Ap y 






, that Applicant has ceased to be an investment company 
[WP defined in the Act. 


On December 3, 1975, a notice (Investment Company Act 

Release No. 9064) was issued on the filing of said applica- 

tion. The notice gave interested persons an opportunity to 

request a hearing and stated that an order disposing of the 

application would be issued as of course unless a hearing 

| should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 














Dli- 
rent | The matter has been considered, and it is found that Ap- 
Act of / giant has ceased to be an investment company. 
n Bit) | Accordingly, 
that 
; | ITISORDERED, pursuant to Section 8(f) of the Act, that 
| registration of Channing Income Fund, Inc., shall cease to 
be in effect. 
pAct | 
lica- For the Commission, by the Division of Investment Man- 
tn agement Regulation, pursuant to delegated authority. 
yf the 
ring | George A. Fitzsimmons 
VESTMENT ADVISERS ACT 
t, that | INVESTMENT ADVISERS ACT OF 1940 
Se 10 | Release No. 494/December 24, 1975 
Man- ™ 
SECURITIES EXCHANGE ACT OF 1934 
- | Release No. 11952/December 24, 1975 
; 
LITIGATION 
Litigation Release No. 7215/December 29, 1975 
' SEC v. Arnold Nelson a/k/a Arnold Mahler, et al. 
The Securities and Exchange Commission announced the 
filing of a civil complaint for injunctive and other relief in 
the United States District Court for the Eastern District of 
New York on December 22, 1975 against Arnold Nelson 
D , (“Nelson”), who controlled 1.T.S. corporate activities, 
_ LT.S. Industries Ltd. (“1.T.S.”), a New York corporation, 
na Charles Ewing (“Ewing”), President and Chief Executive 


Kficer of 1.T.S., Clyde Mash (“Mash”), Richard Worth 
forth’), both “finders” for 1.T.S. corporate acquisi- 
ons, Harold Herman (‘‘Herman’’), a New York attorney 







st- | 
npany 
10 Sec: | 
declar- 


who represented 1.T.S., and Manuel Kaplan, a Nelson 
associate. 


The complaint alleges that unregistered !.T.S. securities 
were sold in violation of the anti-fraud provisions of the 
federal securities laws. The Commission alleges that Nelson, 
1.T.S. and Mash caused unregistered |.T.S. securities to be 
offered, sold and exchanged for assets and securities of 
individuals and corporations. 


The complaint charges that in or about October, 1973 
Herman and Nelson prepared a proxy statement used to 
solicit consents from Met-L-Fab (““Met"’) stockholders, 
1.T.S.’s predecessor, concerning, among other things, the 
change of Met’s name to I.T.S., the acquisition of two 
Private companies in exchange for |.T.S. stock, and ex- 
changing Met's operating assets with Met's president in 
exchange for his Met stock. The complaint further alleges 
that these defendants concealed material aspects of the 
transactions in the proxy materials disseminated to the 
public. 


The complaint charges that Nelson caused |.T.S. to prepare 
a Report to Shareholders dated May 31, 1974 (“Report”) 
including a letter therein signed by Ewing, which Report 
was distributed by Nelson, Mash, and Worth to public 
investors to induce them to exchange their assets and stock 
for 1.T.S. securities. The Report made no mention of Nel- 
son who the Commission alleges controlled !.T.S. The 
complaint further alleges that the Report was false and 
misleading, concerning, among other things: 


a) that companies represented as subsidiaries of 1.T.S. were 
in fact not subsidiaries of 1.T.S. and that certain other 
1.T.S. subsidiaries, previously controlled by Nelson, were 
on the verge of having their operations discontinued. 


b) that the financial statements were false and misleading 
and included financial data of companies which had not 
been acquired by I.T.S. 


The complaint also charges that Nelson and Kaplan 
manipulated the over-the-counter price of |.T.S. securities. 


In addition to permanent injunctions restraining violations 
of the aforesaid provisions, the complaint seeks an order 
directing Nelson and 1.T.S. to account for and return to 
investors the assets acquired in exchange for !.T.S. stock 
and an order barring Nelson from directly and indirectly 
associating with any public company or companies. 


Herman, without admitting or denying the allegations in 
the Commission’s complaint, has consented to the entry of 
a permanent injunction and has agreed to enter into a 
stipulation and undertaking which placed limitations on 
his right to practice before the Commission, which limita- 
tions expire on June 30, 1977. 
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Litigation Release No. 7216/December 29, 1975 


SEC v. GENERAL INDUSTRIAL CORPORATION, et al. 
(E.D. Va., Alex. Division, Civil Action No. 75-882-A) 


Paul F. Leonard, Administrator of the Washington Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on December 18, 1975, the Commission filed 
a Complaint for Permanent Injunction in the United States 
District Court for the Eastern District of Virginia, Alex- 
andria Division against General Industrial Corporation 
(GIC), General Enterprises Corporation (GEC) and John 
Huminik, Jr, president of GIC and GEC, all of Arlington, 
Virginia, charging them with violations of the registration 
and anti-fraud provisions of the federal securities laws. 


The complaint alleges that the defendants violated the 
registration and anti-fraud provisions of the federai securi- 
ties laws in connection with the offer and sale of securities, 
namely the common stock of GIC and GEC. The complaint 
further alleges that in connection with the offer, purchase 
and sale of the common stock of GIC, defendants GIC and 
Huminik made false and misleading statements to investors 
and prospective investors, including: (1) that GIC managed 
and operated a “diversified multi-faceted enterprise utiliz- 
ing profit center accounting techniques” when, in fact, 
neither GIC nor its subsidiary ever operated at a profit and 
no system of financial accounting was ever put into effect 
for said corporations; (2) that GIC had contracts with the 
C&P Telephone Companies of Maryland and the District 
of Columbia and a distributorship arrangement with the 
Chrysler Corporation when, in fact, work and services per- 
formed by GIC for said corporations was on a job-to-job 
basis and was not performed pursuant to any contract or 
agreement upon which a reasonable expectation of profit 
could be based. Additionally, with respect to the offer, 
purchase and sale of the common stock of GIC, said de- 
fendants omitted to state material facts, including: (1) that 
GIC was a start-up company solely dependent upon invest- 
ment monies for its working capital; and (2) that no public 
offering of GIC stock was imminent. 


The complaint further alleges that with respect to the offer, 
purchase and sale of the common stock of GEC, defendants 
GEC and Huminik made false and misleading statements 

to investors and prospective investors, including: (1) that 
all investor monies would be used for working capital when, 
in fact, approximately $38,000 of investor monies were 
disbursed to defendants and others as “loans” and salaries, 
in many instances as soon as such monies were received as 
payment for GEC common stock; (2) that GEC manage- 
ment would soon make a public offering of its securities 
when, in fact, no preparations for such an offering were 
ever made; (3) that GEC would open an industrial “bank” 
within 90 days of the completion of its stock offering 
when, in fact, GEC had no start-up capital for its industrial 
loan company and had no lease or rental agreement for 
office space to accommodate such a facility. Additionally, 
said defendants omitted to state material facts, including: 
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(1) that GEC was a start-up company solely dependent 
upon investment monies for its working capital; (2) that 
no public offering of GEC stock was imminent; and (3) 
that GEC and its subsidiaries had ceased business opera- 
tions by at least January 1974. 


Litigation Release No. 7217/December 29, 1975 


SEC v. REAL International, U.S.A., Inc., et al. 
(E.D. Va., Alex. Division, Civil Action No. 75-887-A) 


Paul F. Leonard, Administrator of the Washington Re- [ 
gional Office of the Securities and Exchange Commission, 
announced that on December 19, 1975, the Commission 
filed a Complaint for Permanent Injunction against REAL 
International, U.S.A., Inc. and Benjamin W. Coleman of 
Washington, D.C.; REAL International Holding Company 
and John P. Maily of Marbella, Spain; Univest Resources, } 
Ltd. and REAL International North America, Inc. of 
Toronto, Ontario, Canada; Charles Greenberg of Baldwin, 
New York,; Henri Berger of Framingham, Massachusetts; 
Milton Adams of Brooklyn, New York; and Peter Leslie 
of Montreal, Quebec, Canada charging them with violations 
of the registration and anti-fraud provisions of the federal 
securities laws. " 
The complaint alleges that the defendants violated the 
registration and anti-fraud provisions of the federal secu 
ties laws in connection with the offer and sale of securiti 
namely investment contracts, participations in profit-shar- 
ing agreements and instruments commonly known as j 
securities in the form of various Spanish resort properties 
coupled with a variety of rental-management, leaseback 
and repurchase contracts. The complaint further alleges 
that the defendants made to investors and prospective 
investors false and misleading statements, including: (1) 
REAL International Holding Company was a financially 
sound entity with sufficient resources to enable it and its 
affiliates to complete the construction of and later to suc: , 
cessfully manage the resort properties which it marketed; 
(2) REAL International Holding Company and its affiliates 
had a long history of successful experience in the develop- 
ment and management of resort properties located world- 
wide; (3) rental income from the properties involved would 
average 15-20% per year; and (4) the properties would 
appreciate in value at a rate of 20% per year. Additionally, 
the defendants omitted to state material facts, including: 
(1) owners of property had experienced difficulty in rent- 
ing or reselling their properties; (2) annual rental income 
actually derived from the properties was less than repre- 
sented to prospective investors; (3) REAL International 
Holding Company suffered financial losses of approximate | 
ly $300,000 in 1972 and thereafter was faced with a de- 
teriorating financial condition; (4) REAL International 
Holding Company had no long term financing to ri 





to complete construction of several developments and, 
result, the successful completion of these developments | 
pended upon complete sales of all individual units therein. | 





ion Release No. 7218/December 29, 1975 





SEC v. GENERICS CORPORATION OF AMERICA, et al. 
(D.N.J. 75 Civil =) 


* William D. Moran, Administrator of the New York Regional 
| Office, announced that on December 18, 1975, a Complaint 
was filed in the United States District Court for the District 
of New Jersey seeking certain injunctive and ancillary re- 

lief against Generics Corporation of America (“GCA”), 


\) ' located in Englewood Cliffs, New Jersey and Jerald (Jerry) 

, Zelin (“Zelin’) of Englewood, New Jersey, and injunctive 
te- relief against Stuart Friedman (“Friedman”) of Lake Grove, 
ssion, — New York, and S. M. (Jesse) Stancarone (“’Stancarone”’) of 
sion Holbrook, New York. 

REAL 

nof The Complaint alleged that GCA and Zelin are engaging in 
npany acts and practices which constitute violations or aiding and 
ICES, } abetting violations of Section 17(a) of the Securities Act of 
f 1933 (“Securities Act’) and Sections 10(b), (anti-fraud 
idwin, provisions), 13(a) (reporting requirements), and 14(a) 

setts; (proxy requirements) of the Securities Exchange Act of 
eslie 1934 (“Exchange Act’’) and various rules thereunder. GCA, 


olations| through its subsidiaries, is engaged in the manufacture of 
ederal _ pharmaceuticals and related raw materials, and distribution 
of pharmaceuticals, dental and medical supplies. Wolins 
Pharmacal Corporation (‘Wolins’’), a subsidiary of GCA, is 
the clusively a sales organization engaged in the distribution 
secu! lpharmaceuticals and other products. Zelin was, until 
curiti december 15, 1975 president of GCA and Wolins and chair- 
man of GCA’s board of directors. The Complaint alleged 







it-shar- 
as } that Zelin directed that false computer records, reports and 


erties —_ books of Wolins be prepared which overstated the ending 
ack inventory of Wolins for the years ending 1972, 1973 and 
eges | 1974. It is alleged that as a result of the overstatements, 


ive the consolidated financial statements of GCA and its sub- 
: (1) | sidiaries contained and continue to contain false and mis- 
cially leading statements pertaining to the cost of goods sold, 

ind its inventory, assets and income of GCA and subsidiaries. The 
to suc , overstatements as to inventories, which, it is charged, 
keted; materially affected income and asset totals for GCA and 
affiliates its subsidiaries were incorporated in annual and quarterly 
evelop’ reports filed with the Commission, distributed to GCA’s 
world: shareholders and the public, as well as a registration state- 
d would ment covering 117,400 common shares declared effective 


uld by the Commission on November 26, 1975. Such reports 
ionally, ’ and registration statement thus contained allegedly false 
uding: ~—_and misleading financial information. 

in rent: 


come The Complaint also requested that a special fiscal agent or 


repre: special counsel be appointed for GCA and empowered to 
ional investigate and ascertain the financial condition of GCA; 
oximaté retain counsel and continue the engagement of independent 
| a de- auditors for GCA; and amend public filings and report upon 
ional its findings. Additionally, it was requested that GCA’s 


and, ependent directors; that a majority of independent 
nents | | Girectors be appointed to the executive committee of 
therein. | GCA’s board of directors; and, that a litigation and claims 


mi GQ": of directors be reconstituted to include a majority of 


committee be formed by GCA, also composed of a majori- 
ty of independent directors, to work in cooperation with 
the special fiscal agent or special counsel. 


As to Zelin, the Complaint requested that he be enjoined 
from serving as an officer or director of GCA, and further 
from voting or influencing the voting of any shares of 
GCA which he owned, owns, acquires, or in which he has 
a beneficial interest. 


Friedman and Stancarone were charged with aiding and 
abetting violations of Section 17(a) of the Securities Act, 
Section 10(b) of the Exchange Act and Rule 10b-5 there- 
under. Friedman was a vice-president of Wolins, and Stan- 
carone was the data processing director of Wolins, until 
December 1975. The Complaint alleged that Friedman and 
Stancarone aided and assisted in the preparation of the 
false inventory values for Wolins during the violative 
period. 


On the same date as the filing of this Complaint, the Com- 
mission also filed Final Judgments of Permanent Injunction 
by Consent (“Judgments”) against Friedman and Stan- 
carone, enjoining those defendants from violating and 
aiding or abetting violations of the anti-fraud provisions of 
the securities laws. Friedman and Stancarone consented to 
the Judgments without admitting or denying the allega- 
tions of the Complaint. 


Certain of the facts and circumstances giving rise to the 
Commission’s charges were originally directed to its atten- 
tion by Friedman and Stancarone. 


At the request of GCA, the Commission ordered a further 
ten-day suspension of trading in the common stock of 
GCA, terminating at midnight, December 27, 1975. The 
Commission initially entered a trading suspension on 
November 28, 1975 because of the lack of adequate and 
accurate information concerning the company and its 
operations, which disclosures have not, as yet, been made. 


Litigation Release No. 7219/December 29, 1975 


SEC v. EMPIRE PROPERTIES, INC. and ROBERT W. 
DUPREE (D. Ariz., Civ-75-843-PH X-WPC) 


Gerald E. Boltz, Administrator, Los Angeles Regional 
Office, and Leonard H. Rossen, Associate Regional Ad- 
ministrator, San Francisco Branch Office, today announced 
that on December 12, 1975, the Honorable William P. 
Copple, U.S. District Court Judge for the District of 
Arizona, signed a Judgment of Permanent Injunction 
against Empire Properties, Inc. (““Empire’’) and Robert W. 
Dupree (“‘Dupree’’), Empire’s president. The defendants 
consented to the entry of the judgment without admitting 
or denying the allegations of the Commission’s complaint, 
which was filed concurrently therewith. 
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Empire and Dupree were enjoined from further violations 
of the registration provisions of Sections 5(a) and 5(c) of 
the Securities Act of 1933, and the anti-fraud provisions 
contained in Section 17(a) of that Act and Section 10(b) 
of the Securities Exchange Act of 1934, and Rule 10b-5 
thereunder, in connection with the offer and sale of 
promissory notes of Empire or any other security. 


The Commission’s complaint charged that Empire and 
Dupree participated in the offer and sale of unregistered 
securities in the form of Empire’s promissory notes. These 
securities were to be secured by the collateral assignment 
of Empire's interest in certain land-sales contracts in 
Empire's real estate development. The complaint further 
alleged that the defendants made untrue statements of 
material facts and omitted to state material facts in con- 
nection with the offer and sale of such securities, including, 
among others, the value of the collateral assigned, the 
existence of purported guarantees of the collateral, and the 
maintenance of a pool of unassigned land-sales contracts 
which could be used as collateral for the promissory notes. 


In connection with the signing of the consent, Empire 
assigned 50 percent of the cash flow from future land sales 
in its real estate development to a trustee to be held for the 
benefit of the note purchasers. 


Litigation Release No. 7220/December 29, 1975 
SEC v. Transjersey Bancorp., et al. 


William D. Moran, Administrator of the New York Regional 
Office of the Securities and Exchange Commission an- 
nounced the filing on December 29, 1975 of a complaint 
in the United States District Court for the District of New 
Jersey against Transjersey Bancorp. (““Transjersey’’), the 
holding corporation of the Bank of Bloomfield located in 
Bloomfield, New Jersey, Robert Prodan (“‘Prodan’’), 
former president and director of Transjersey, U.S. Funding 
Corp. (“U.S. Funding’), a New Jersey corporation, Arnold 
Daner (““Daner”’), president of U.S. Funding and a former 
director of Transjersey, J. W. Weller & Co. Inc. (‘Weller & 
Co.”), a New Jersey broker-dealer, John W. Weller 
(“Weller”), president of Weller & Co., Booker Brothers, 
Inc. (“Booker Bros.”’), a Pennsylvania broker-dealer, 
Fletcher Clement Booker (“Booker”), president of Booker 
Bros., and J. Houston Day, Jr. (“Day”) of Dallas, 
Pennsylvania. 


The complaint seeks injunctive relief against Transjersey, 
Prodan, U.S. Funding, Daner, Weller & Co., Weller, Booker 
Bros., Booker and Day from further violations of the anti- 
fraud provisions of the Exchange Act; and against Trans- 
jersey, U.S. Funding, Daner, Prodan and Day from further 
violations of the periodic and other reporting provisions. 


The complaint alleges that Transjersey, aided and abetted 
by U.S. Funding, Daner and Prodan, filed quarterly re- 
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ports with the Commission containing false and mislead- 
ing statements of material facts in that the reports failed {| 
to state, among other things, that during the period from 
May 1, 1974 to July 23, 1975 U.S. Funding, through the 
efforts of Daner and Prodan, had discounted at the Bank of 

Bloomfield 33 worthless leases for a total value of ; 
approximately $1.7 million. 







It is alleged that the leases were bogus in that the pur- 
ported lessees had never entered into the alleged leasing 
agreements and that the machinery and equipment which 
was purportedly the subject of the leases, did not exist. 


The complaint also alleges that U.S. Funding, Daner, 
Prodan and Day had each acquired in excess of 5% of the | 
outstanding Transjersey shares and that each has notto | 
date, filed a Schedule 13D as required by the Exchange 

Act. 


Finally, the complaint alleges that Day, aided and abetted: 

by Weller & Co., Weller, Booker Bros. and Booker engaged 

in a scheme to artificially increase the price of Transjersey | 

stock from $13 per share in early September 1975 to ( 

$27 per share in late October 1975. 
( 
‘ 
L 


In addition to injunctive relief, the complaint also requests | 
that the Court order Transjersey to amend its periodic 
reports filed with the Commission from January 1, 1975 ’ 
to the present to correctly reflect the financial informa- if 
tion required to be contained therein. | 


3 
i | 
It is anticipated that shortly after the filing of thiscom- | | 
plaint, the Commission will lift the suspension of the over | 
the-counter trading of Transjersey common stock. Trading | ( 
has been suspended in Transjersey’s common stock since | / 
November 14, 1975. ' 

f 

1 
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Litigation Release No. 7221/December 30, 1975 


SEC v. PALMER PETROLEUM OF TEXAS, INC., et al. 
(E/D Tex.) 


Richard M. Hewitt, Administrator of the Fort Worth 

Regional Office of the Securities and Exchange Commis- 
sion, today announced the filing on December 22, 1975 
of a civil injunctive complaint in federal district court at | 
Tyler, Texas against Palmer Petroleum of Texas, Inc. and 

Harold R. Palmer, both of Gladewater, Texas, and Ronald | 
C. Dotson, Longview, Texas. ( 


The complaint alleges violations of the registration and 
anti-fraud provisions of the federal securities laws incon- | | 
nection with the offer and sale of investment contractsin | 
the form of limited partnership interests in oil and gas ( 
leases in Upshur and Barbour Counties, West Virginia a 
Richland Parish, Louisiana issued by Palmer Petroleum 


Texas, Inc. ‘ 
2 


pad- the complaint also alleges that in connection with the 
iled | Ma fer and sale of investment contracts in the form of 
from | limited partnership interests in oil and gas leases by Palmer 


1 the |} Petroleum of Texas, Inc., Palmer and Dotson made mis- 
Sank of | representations of material facts concerning, among other 
} things, the anticipated return on investments in oil and gas 
ventures, the span of time within which payout could be 
anticipated from investments in oil and gas wells, and the 
r- | degree of liability to which investors are exposed as 


ing participants in oil and gas drilling activities as a result of 
vhich | investments with Palmer Petroleum of Texas, Inc. 
ist. 

[ Federal District Judge William Wayne Justice, Tyler, Texas, 
, set February 9, 1976 at 10:00 a.m. for a hearing on the 
f the  Commission’s motion for preliminary injunction. 
tto =| rs 
nge 

Litigation Release No. 7222/December 30, 1975 

’ 
detted SEC v. Arnold Gerstein 
ngaged 
jersey William D. Moran, Administrator of the New York Regional 


to Office, today announced the filing of a Complaint in the 
United States District Court for the District of New Jersey, 
_ on December 23, 1975, against Arnold Gerstein, former 
equests salesman at Bache & Co. and Reynolds Securities, Inc., who 
dic resides in Livingston, New Jersey. 


1975 

rma- ip Complaint alleges violations of the anti-fraud provi- 
/ sons of the Securities Act of 1933 and the Securities 
| Exchange Act of 1934 and seeks to permanently enjoin 


som- | Arnold Gerstein from further violations of those provisions 
e over- of the federal securities laws. The Complaint alleges that 
Trading during the period in or about January, 1971 to the present, 


since | Arnold Gerstein engaged in a fraudulent course of conduct 
whereby he used customers’ monies for his own personal 
| benefit, failed to disclose to his customers that he was not 
purchasing securities pursuant to their instructions and 
that, in fact, he was using these customers’ funds to engage 
\ ina Ponzi scheme and further, that he used customers’ 


etal. accounts to effect brokerage transactions for his own 
personal benefit and gain. In addition, the Complaint 
alleges that Gerstein received approximately $900,000 

th from customers which he has completely dissipated. 

mmis- Sncsibnteasitainiati 

1975 


urtat / Litigation Release No. 7223/December 30, 1975 
ic. and 


Ronald SEC v. CONTINENTAL GOLD AND SILVER 
CORPORATION, et al. (D. Utah Civil Action No. C-75-414) 
and Robert H. Davenport, Administrator of the Denver Re- 


ncon- , gional Office of the Securities and Exchange Commission, 

ractsin today announced that the Honorable Judge Willis W. Ritter 
gas of the Federal District Court in Salt Lake City, Utah, issued 
nia Ieee of permanent injunction on Friday, December 12, 






eum /5, against Richard C. Mason of Salt Lake City, Utah. 
order enjoins him from violating Sections 5(a), 5(c), 
_ and 17(a) of the Securities Act of 1933 and Section 10(b) 


of the Securities Exchange Act of 1934, and Rule 10b-5 
thereunder, in connection with the offer and sale of the 
common stock of Continental Gold and Silver Corpora- 
tion, a Utah corporation, and any other securities. Mr. 
Mason consented to the order of permanent injunction 
without admitting or denying the allegations against him. 


For further information see Litigation Release No. 7139. 





TRUST INDENTURE ACT 





TRUST INDENTURE ACT OF 1939 
Release No. 424/December 29, 1975 


The Securities and Exchange Commission has issued an 
order under the Trust Indenture Act of 1939 on applica- 
tion of First Mortgage Investors (“the Trust’’) that the 
trusteeship of Broadford Trust Company under two in- 
dentures of the Trust is not so likely to involve a material 
conflict of interest as to make it necessary to disqualify 
Bradford Trust Company from acting as trustee. 
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